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SECURITIES ACT OF 1933 
Release No. 5753/October 28, 1976 


Adm. Proc. File Nos. 3-4912 through 3-4923 
In the Matter of 
Schedule D Offering Sheets filed by 


ENNTEX OIL & GAS COMPANY 
Dallas, Texas 
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FINDINGS AND ORDER PERMANENTLY SUSPENDING 
REGULATION B EXEMPTION 


No. 1 Irene Young 

(File No. 20-2006A37, 3-4916) 
Rogers Lease 

(File No. 20-2006A38, 3-4917) 
Angela Hampton Lease # 1 
(File No. 20-2006A39, 3-4918) 
Buzbee Ranch “A” Lease 
(File Nc 20-2006A40, 3-4919) 
Dillon Lease 

(File No. 20-2006A41, 3-4920) 
Miller-Warren Lease 

(File No. 20-2006A42, 3-4921) 
Buzbee Ranch “B” Lease 
(File No. 20-2006A43, 3-4922) 
John Cranz Lease 

(File No. 20-2006A44, 3-4923) 


ORDER VACATING TEMPORARY SUSPENSION OF 
REGULATION B EXEMPTION 


Henderson-Gillespie Lease 
(File No. 20-2006A32, 3-4912) 
Irene Poirier Lease 

(File No. 20-2006A33, 3-4913) 
No. 1 Angie Sitton Lease 
(File No. 20-2006A34, 3-4914) 
No. 1 Jimmie Webb 

(File No. 20-2006A35, 3-4915) 


In these proceedings to determine whether the temporary 
suspension of the Regulation B exemption from registration 
under the Securities Act of 1933 with respect to certain of its 
offerings of fractional undivided interests in oil and gas 
leases should be permanent or vacated, EnnTex Oil & Gas 
Company (“EnnTex’) has, without admitting or denying the 
allegations in the orders for proceedings, submitted offers of 
settlement which the Commission has determined to accept. 
On the basis of the orders for proceedings and the offers of 
settlement, it is found that: 


(1) EnnTex and LaPrada Oil & Gas Company, an 
affiliate of Enntex, were on December 18, 1975 tem- 
porarily enjoined by the District Court of the State of 
Texas in and for the County of Dallas from offering or 
selling securities in the form of fractional undivided 
interests in oil and gas leases without complying with 
Section 7A of the Texas Securities Act. 


(2) The offering sheets for Enntex’s No. 1 Irene Young 
(20-2006A39), and Buzbee Ranch “A” Lease (20- 
2006A40) offerings failed to comply with Rules 330(a) 
and 330(b) of Regulation B in that they failed to 
disclose that on December 18, 1975 EnnTex and 
LaPrada Oil & Gas Company, an affiliate of EnnTex, 
were temporarily enjoined by the District Court of the 
State of Texas, in and for the County of Dallas from 
offering or selling securities in the form of fractional 
undivided working interests in oil and gas leases 
without complying with Section 7A of the Texas Secu- 
rities Act. 


In view of the foregoing IT IS ORDERED, pursuant to Rule 
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334 of Regulation B under the Securities Act of 1933, that 
the exemption from registration with respect to EnnTex’s 
No. 1 Irene Young (20-2006A37), Rogers Lease (20- 
2006A38), Angela Hampton Lease (20-2006A39), Buzbee 
Ranch “A” Lease (20-200A40), Dillon Lease (20-2006A41), 
Miller-Warren Lease (20-2006A42), Buzbee Ranch “B” 
Lease (20-2006A43), John Cranz Lease (20-2006A44) of- 
ferings be, and hereby is, permanently suspended. 


IT IS FURTHER ORDERED that the orders of January 20, 
1976 temporarily suspending the Regulation B exemption 
for Enntex’s Henderson-Gillespie Lease (20-2006A32), 
Irene Poirier Lease (20-2006A33), No. 1 Angie Sitton Lease 
(20-2006A34), No. 1 Jimmie Webb (20-2006A35) offerings 
be, hereby are, vacated. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5754/October 28, 1976 


Adm. Proc. File Nos. 3-4924 through 3-4930 
In the Matter of 
Schedule D Offering Sheets filed by 


LAPRADA OIL & GAS COMPANY 
Shreveport, Louisiana 


FINDINGS AND ORDER PERMANENTLY SUSPENDING 
REGULATION B EXEMPTION 


Rogers Lease 

(File No. 20-2086A7, 3-4927) 
Dillon Lease 

(File No. 20-2086A8, 3-4928) 
Buzbee Brothers Lease 

(File No. 20-2086A9, 3-4929) 
Inez Males Lease 

(File No. 20-2086A10, 3-4930) 


ORDER VACATING TEMPORARY SUSPENSION OF 
REGULATION B EXEMPTION 


No. 2 Earnestine Gillespie Lease 
(File No. 20-2086A4, 3-2924) 
Power Estate Lease 

(File No. 20-2086A5, 3-4925) 

J. L. Minor Lease 

(File No. 20-2086A6, 3-4926) 


In these proceedings to determine whether the temporary 
suspension of the Regulation B exemption from registration 
under the Securities Act of 1933 with respect to certain of its 
offerings of fractional undivided interests in oil and gas 


- ‘ 








' 


' 





leases should be made permanent or vacated, LaPrada Oil 
& Gas Company (‘“LaPrada”) has, without admitting or 
denying the allegations in the orders for proceedings, sub- 
mitted offers of settlement which the Commission has 
determined to accept. 


On the basis of the orders for proceedings and the offers of 
settlement, it is found that: 


(1) LaPrada and EnnTex Oil and Gas Company, an 
affiliate of LaPrada, were on December 18, 1975 
temporarily enjoined by the District Court of the State 
of Texas in and for the County of Dallas from offering 
or selling securities in the form of fractional undivided 
interests in oil and gas leases without complying with 
Section 7A of the Texas Securities Act. 


(2) The offering sheets for LaPrada’s Rogers Lease 
(20-2086A7), Dillon Lease (20-2086A8), Buzbee 
Brothers Lease (20-2086A9), and Inez Males Lease 
(20-2086A10) offerings failed to comply with Rules 
330(a) and 330(b) of Regulation B in that they failed 
to disclose that on December 18, 1975 LaPrada and 
EnnTex Oil & Gas Company, an affiliate of Laprada, 
were temporarily enjoined by the District Court of the 
State of Texas, in and for the County of Dallas from 
offering or selling securities in the form of fractional 
undivided working interests in oil and gas leases 
without complying with Section 7A of the Texas Secu- 
rities Act. 


In view of the foregoing IT IS ORDERED that pursuant to 
Rule 334 of Regulation B under the Securities Act of 1933 
the exemption from registration with respect to LaPrada’s 
Rogers Lease (20-2086A7), Dillon Lease (20-2086A8); Buz- 
bee Brothers Lease (20-2086A9); and Inez Males Lease 
(20-2086A10) offerings be, and hereby is permanently sus- 
pended. 


IT IS FURTHER ORDERED that the orders of January 20, 
1976 temporarily suspending the Regulation B exemption 
for LaPrada’s Earnestine Gillespie Lease (20-2086A4), 
Power Estate Lease (20-2086A5), and J. L. Minor Lease 
(20-2086A6) offerings be, and hereby are, vacated. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5755/October 28, 1976 


Adm. Proc. File Nos. 3-4930 through 3-4935 


In the Matter of 


ae Schedule D Offering Sheets filed by 


FINDINGS AND ORDER PERMANENTLY SUSPENDING 
REGULATION B EXEMPTION 


SOUTHWEST COAL & ENERGY COMPANY 
Shreveport, Louisiana 


4C Ranch/Curtis Lease 

(File No. 20-2057A12, 3-4933) 
Wanda Holt Lease 

(File No. 20-2057A13, 3-4934) 
Buzbee Lease 

(File No. 20-2057A14, 3-4935) 


ORDER VACATING TEMPORARY SUSPENSION OF THE 
REGULATION B EXEMPTION 


No. 3 Earnestine Gillespie 
(File No. 20-2057A10, 3-4931) 
No. 2 Angie Sitton Lease 
(File No. 20-2057A11, 3-4932) 


In these proceedings to determine whether the temporary 
suspension of the Regulation B exemption from registration 
under the Securities Act of 1933 with respect to certain of its 
offerings of fractional undivided interests in oil and gas 
leases should be made permanent or vacated, Southwest 
Coal & Energy Company (‘Southwest’) has, without admit- 
ting or denying the allegations in the orders for proceedings, 
submitted offers of settlement which the Commission has 
determined to accept. 


(1) EnnTex Oil & Gas Company (“EnnTex‘) and LaPrada 
Oil & Gas Company (‘‘LaPrada”) affiliates of Southwest, 
were on December 18, 1975 temporarily enjoined by the 
District Court of the State of Texas in and for the County of 
Dallas from offering or selling securities in the form of 
fractional undivided interests in oil and gas leases without 
complying with Section 7A of the Texas Security Act. 


(2) The offering sheets for Southwest's 4C Ranch/Curtis 
Lease (20-2057A12), Wanda Holt Lease (20-2057A13) and 
Buzbee Lease (20-2057A14) offerings failed to comply with 
Rules 330(a) and 330(b) of Regulation B in that they failed 
to disclose that on December 18, 1975 EnnTex and La- © 
Prada, affiliates of Southwest, were temporarily enjoined by 
the District Court of the State of Texas, in and for the 
County of Dallas from offering or selling securities in the 
form of fractional undivided working interests in oil and gas 
leases without complying with Section 7A of the Texas 
Securities Act. 


In view of the foregoing IT IS ORDERED, pursuant to Rule 
334 of Regulation B under the Securities Act of 1933, that 
the exemption with respect to Southwest's 4C Ranch/Curtis 
Lease (20-2057A12), Wanda Holt Lease (20-2057A13) and 
Buzbee Lease (20-2057A14) offerings be, and hereby is 
permanently suspended. 


IT IS FURTHER ORDERED that the orders of January 20, 
1976 temporarily suspending the Regulation B exemption 
for Southwest's No. 3 Earnestine Gillespie (20-2057A10) 
and No. 2 Angie Sitton Lease (20-2057A11) offerings be, 
and hereby are, vacated. 


By the Commission. 
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George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5756/October 28, 1976 


ADMINISTRATIVE PROCEEDING File No. 3-4936 
In the Matter of 
1 Schedule D Offering Sheet filed by 


TEXAS COAL & ENERGY COMPANY 
Dallas, Texas 


FINDINGS AND ORDER PERMANENTLY SUSPENDING 
REGULATION B EXEMPTION 


C. P. Clayton Lease No. 1 
(File No. 20-2102A2) 


In these proceedings to determine whether the temporary 
suspension of the Regulation B exemption from registration 
under the Securities Act of 1933 with respect to fractional 
undivided interests in the C. P. Clayton Lease No. 1 (20- 
2102A2) shouid be made permanent or vacated, Texas 
Coal & Energy Company has, without admitting or denying 
the allegations in the order for proceedings, submitted an 
offer of settlement which the Commission has determined to 
accept. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that: 


(1) EnnTex Oil & Gas Company (‘‘EnnTex’’) and 
LaPrada Oil & Gas Company (‘“LaPrada’), affiliates of 
Texas Coal & Energy Company, were on December 
18, 1975 temporarily enjoined by the District Court of 
the State of Texas in and for the County of Dallas 
from offering or selling securities in the form of 
fractional undivided interests in oil and gas leases 
without complying with Section 7A of the Texas Secu- 
rities Act. 


(2) The C. P. Clayton Lease No. 1 offering sheet (20- 
2102A2) failed to comply with Rules 330(a) and 
330(b) of Regulation B in that it failed to disclose that 
on December 18, 1975 EnnTex and LaPrada, affili- 
ates of Texas Coal & Energy Company, were tempo- 
rarily enjoined by District Court of the State of Texas, 
in and for the County of Dallas, from offering or selling 
securities in the form of fractional undivided working 
interests in oil and gas leases without complying with 
Section 7A of the Texas Securities Act. 


In view of the foregoing, IT |S ORDERED, pursuant to Rule 
334 of Regulation B under the Securities Act of 1933, that 
the exemption from registration with respect to Texas Coal 
and Energy Company's C. P. Clayton Lease No. 1 (20- 
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2102A2) offering be, and hereby is, permanently sus- 
pended. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5757/October 28, 1976 


ADMINISTRATIVE PROCEEDING File No. 3-4937 
In the Matter of 
1 Schedule D Offering Sheet filed by 


OKLAHOMA COAL & OIL COMPANY 
Houston, Texas 


FINDINGS AND ORDER PERMANENTLY SUSPENDING 
REGULATION B EXEMPTION 


Buzbee Ranch Lease 
(File No. 20-2096A3) 


In these proceedings to determine whether the temporary 
suspension of the Regulation B exemption from registration 
under the Securities Act of 1933 with respect to fractional 
undivided interests in the Buzbee Ranch Lease (20- 
2096A3) should be made permanent or vacated, Oklahoma 
Coal & Oil Company (“Oklahoma Coal’) has, without admit- 
ting or denying the allegations in the order for proceedings, 
submitted an offer of settlement which the Commission has 
determined to accept. 


On the basis of the order for proceeding and the offer of 
settlement, it is found that: 


(1) EnnTex Oil & Gas Company (‘EnnTex”) and 
LaPrada Oil & Gas Company (“‘LaPrada”), affiliates of 
Southwest, were on December 18, 1975 temporarily 
enjoined by the District Court of the State of Texas in 
and for the County of Dallas from offering or selling 
securities in the form of fractional undivided interests 
in oil and gas leases without complying with Section 
7A of the Texas Securities Act. 


(2) The Buzbee Ranch Lease offering sheet (20- 
2096A3) failed to comply with Rules 330(a) and 
330(b) of Regulations B in that it failed to disclose that 
on December 18, 1975 EnnTex and LaPrada, affili- 
ates of Oklahoma Coal, were temporarily enjoined by 
the District Court of the State of Texas, in and for the 
County of Dallas from offering or selling securities in 
the form of fractional undivided working interests in oil 
and gas leases without complying with Section 7A of 
the Texas Securities Act. 

















In view of the foregoing IT IS ORDERED, pursuant to Rule 
334 of Regulation B under the Securities Act of 1933, that 
the exemption from registration with respect to Oklahoma 
Coal’s Buzbee Ranch Lease (20-2096A3) offering be, and 
hereby is, permanently suspended. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12913/October 21, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE OPTIONS CLEARING CORPORATIONS 


(File No. SR-OCC-76-8) 


The Options Clearing Corporation (“OCC”) submitted on 
October 8, 1976 a proposed rule change pursuant to Rule 
19b-4 under the Act, clarifying Rule 803(c) and related 
matters respecting the assignment of exercise notices by 
OCC. 


Publication of the submission is expected to be made in the 
Federal Register during the week of. October 26, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federal 
Register. Persons desiring to make written submission 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-OCC-76-8. 


Copies of the submission, with accompanying exhibits, and 
of all written comments will be available for public inspection 
at the Securities and Exchange Commission's Public Refer- 
ence Room, 1100 L Street, N.W., Washington, D. C. Copies 
of the filing will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





& SECURITIES EXCHANGE ACT OF 1934 


Release No. 12914/October 21, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


File No. SR-NASD-76-10 


The National Association of Securities Dealers, Inc. (the 
“NASD”) submitted on September 28, 1976, a proposed 
rule change under Rule 19b-4 to amend Section 4 of 
Schedule G under Article XVIII of the By-Laws of the NASD 
to provide that the charge to members for transactions in 
eligible securities reported in the consolidated transaction 
reporting system (the “consolidated system’) contemplated 
by Rule 17a-15 under the Securities Exchange Act of 1934 
(the “ACT”) through the NASDAQ system be altered from 
$.20 per transaction for all transactions, to $.20 per transac- 
tion for transactions reported prior to January 1, 1976, and 
$.10 per transaction for transactions reported subsequent to 
January 1, 1976. 


The schedule of changes proposed to be amended (con- 
tained in Section 4 of Schedule G) was originally filed with 
the Commission on March 21, 1975, in conjunction with 
other rule changes (contained in Section 1, 2 and 3 of 
Schedule G) governing: (i) the reporting of transactions in 
eligible securities, and (ii) antimanipulative rules relating to 
over-the-counter trading in such securities. 


The provisions of Schedule G were amended by the NASD 
and refiled with the Commission on June 4, 1975, and were 
deemed by the Commission to have been filed under 
Section 19(b) of the Act, as amended by the Securities Acts 
Amendments of 1975. In view of the need to implement the 
NASD rule changes proposed in Article XVIII of the NASD’s 
By-Laws and Schedule G thereunder (the “NASD Rule 
Changes”) immediately to permit the scheduled commence- 
ment of the consolidated system on June 16, 1975, the 
Commission ordered the NASD Rule Changes into effect 
summarily pursuant to Section 19(b)(3)(B) of the Act on 
June 11, 1975. Notice of that action was provided by 
Securities Act Release No. 11461 (June 11, 1975), pub- - 
lished in the Federal Register on June 18, 1975 (40 FR 
25730). That release also solicited public comment on the 
NASD Rule Changes." 


On May 12, 1976, the Commission approved Article XVIII of 
the NASD By-Laws and Sections 1, 2 and 3 thereunder, as 
modified on December 15, 1975, with respect to the method 
of reporting transactions effected by NASD members at a 
price plus or minus a commission, commission equivalent, 
or differential.2 With respect to the fees and charges con- 
tained in Section 4 of Schedule G, the Commission deter- 
mined to take no formal action, but acknowledged the 
consent of the NASD to a further extension of the time 
within which the Commission is required to act on the 
proposed fees and charges. In so doing, the Commission 
noted that it understood that the reason the NASD con- 
sented to the further extension of time was to permit an 
opportunity for internal resolution of certain issues relating 
to the proposed fees contained in Section 4 of Schedule G.* 
The Commission understands that the revised transaction 
fees proposed by the NASD represent a resolution of those 
issues. 
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Publication of the submission is expected to be made in the 
Federal Register during the week of October 25, 1976. In 
order to assist the Commission in determining whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-NASD-76-10.5 


Copies of the submission and of al! written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





1 The original deadline for submission of written comments 
on the proposals was June 30, 1975; the time for such 
comment was extended until July 18, 1975, in Securities 
Exchange Act Release No. 11508 (June 30, 1975), and until 
October 1, 1975, in Securities Exchange Act Release No. 
11653 (September 15, 1975), 40 FR 43284 (1975). See 
also Securities Exchange Act Release Nos. 11546 (July 23, 
1975), 40 FR 32000 (1975), 11816 (November 10, 1975), 
40 FR 53085 (1975), and 11951 (December 24, 1975), 41 
FR 836 (1976). 


2 Securities Exchange Act Release No. 12432 (May 12, 
1976). See Securities Exchange Act Release No. 11951 
(December 24, 1975), 41 FR 836. 


3 Securities Exchange Act Release No. 12432 (May 12, 
1976), at 2, n. 3. 


4Id. See also File No. SR-1 for previous comments re- 
ceived with respect to the NASD transaction fees. 


5 The NASD's consent was for an extension of the deadline 
until July 14, 1976. On July 9, 1976, the NASD consented to 
a further extension of the time within which the Commission 
is required to act with respect to the fees and changes 
contained in Section 4 to September 15, 1976. On Septem- 
ber 14, 1976, the NASD consented to extension of the 
deadline for Commission action until November 1, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12915/October 21, 1976 
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In the Matter of 


BRADFORD SECURITIES PROCESSING SERVICES, INC. 
80 Pine Street 
New York, New York 10005 


(File No. SR-BSPS-76-1) 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
BRADFORD SECURITIES PROCESSING SERVICES, 
INC. PROVIDING FOR THE ESTABLISHMENT OF ADDI- 
TIONAL BRANCH FACILITIES 


On August 26, 1976 Bradford Securities Processing Serv- 
ices, Inc. (“BSPS”) filed a proposed rule change pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934 (the 
“Act’) relating to the establishment of branch facilities in 
Miami, Florida, Baltimore, Maryland, New Orleans, Louisi- 
ana, Nashville, Tennessee, Washington, D. C. and Cleve- 
land, Ohio. As part of its filing, BSPS made representation 
relating to procedures and safeguards for the handling of 
securities and funds. 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, the rule change was published in the Federal 
Register (41 Fed. Reg. 39107, September 14, 1976) and 
the public was invited to submit comments until October 5, 
1976. Notice of the filing and an invitation for comments 
also appeared in Securities Exchange Act Release No. 34- 
12770, September 3, 1976. No letters of comment were 
received. 


The Commission has reviewed the proposed rule change 
and finds that it is consistent with the requirements of the 
Act and the rules and regulations thereunder applicable to 
registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rule change contained in File 
No. SR-BSPS-76-1 be, and hereby is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12916/October 22, 1976 


Admin. Proc. File No. 3-4980 
In the Matter of 

CAROB SECURITIES, INC. 
304 Walnut Street 


San Francisco, California 


ROBERT A. SCHILLEMAN 














NOTICE THAT INITIAL DECISION HAS BECOME FINAL 


The time for filing a petition for review of the initial decision 
in these proceedings has expired. No such petition has 
been filed, and the Commission has not determined to 
review the initial decision on its own initiative. 


Accordingly, notice is hereby given, pursuant to Rule 17(f) 
of the Commission’s Rules of Practice, that the initial 
decision of the administrative law judge has become the 
final decision of the Commission. The order contained in 
that decision denying the application of Carob Securities, 
Inc. for registration as a broker and dealer and suspending 
Robert A. Schilleman from association with any broker or 
dealer for a period of six months is hereby declared 
effective. The suspension of Schilleman shail be effective as 
of the opening of business on November 22, 1976. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12917/October 22, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE MIDWEST STOCK EXCHANGE 


File No. SR-MSE-76-22 


The Midwest Stock Exchange (“MSE”) submitted on Octo- 
ber 15, 1976, a proposed rule change under Rule 19b-4 to 
rescind a prohibition against the execution of orders out of 
the primary market range by specialists. 


Publication of the submission is expected to be made in the 
Federa! Register during the week of October 25, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capito! Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-MSE-76-22. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12918/October 22, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE MIDWEST STOCK EXCHANGE 


File No. SR-MSE-76-23 


The Midwest Stock Exchange (“MSE”) submitted on Octo- 
ber 15, 1976 a proposed rule change under Rule 19b-4 to 
amend its trading hours rule to reflect a concurrently pro- 
posed rule change (SR-MSE-76-22) which would rescind 
the prohibition against execution by specialists of orders 
outside the primary market range.. 


Publication of the submission is expected to be made in the 
Federal Register during the week of October 25, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capito! Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-MSE-76-23. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12919/October 22, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-76-53 


The New York Stock Exchange, inc. (“NYSE”) submitted on 
October 15, 1976, a proposed rule change under Rule 19b- 
4 to rescind the requirement that members obtain prior 
Exchange approval of advertisements, radio and television 
broadcasts and telephone market reports. 
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Publication of the submission is expected to be made in the 
Federal Register during the week of October 25, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-NYSE-76-53. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12920/October 26, 1976 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 547/October 26, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9497/October 26, 1976 


Admin. Proc. File No. 3-4971 
In the Matter of 


KAY HARRISON 
2723 Malcom Avenue 
Los Angeles, California 90064 


BLAKE P. SANBORN 
8607 South Lateremolia Lane 
Whittier, California 90605 


GUY O. FOSS 
15527 - 105th N.E. 
Bothell, Washington 98011 


ORDER IMPOSING REMEDIAL SANCTION 


in these proceedings under the Securities Exchange Act of 
1934, the Investment Company Act of 1940, and the Invest- 
ment Advisers Act of 1940,* Kay Harrison, Blake P. San- 
born and Guy O. Foss have submitted offers of settlement 
without admitting or denying the allegations contained in the 
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order for proceedings which the Commission has deter- 
mined to accept. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that respondents wilfully violated, and 
wilfully aided and abetted violations of, Sections 10(a), 
13(a), 22(e), 30(a), 30(b)(1) and 20(d) of the Investment 
Company Act of 1940, and Rules 30a-1, 30a-2, 30bI-1 and 
30d-1 thereunder, and Section 10(b) of the Securities Ex- 
change Act of 1934 and Rule 10b-5 thereunder and that it is 
in the pubic interest to impose the sanctions specified in the 
offer of settlement.! 


Accordingly, IT IS ORDERED that: 


Kay Harrison, Guy O. Foss and Blake P. Sanborn be, and 
hereby are: 


(1) barred from association with any investment ad- 
viser or broker-dealer provided, however, that after a 
period of one year from the effective date of this 
order, they may apply to the Commission for permis- 
sion to become associated with a broker-dealer or 
investment adviser in a supervised, non-supervisory 
position, and 


(2) permanently prohibited from serving or acting as 
an employee, officer, director, member of an advisory 
board, investment adviser or depositor of, or principal 
underwriter for, a registered investment company or 
affiliated person of such investment adviser, deposi- 
tor, or principal underwriter, effective at the opening of 
business on the second Monday after the date of this 
order. 


For the Commission, by the Office of the Secretary, pur- 
suant to delegated authority. 


George A. Fitzsimmons 
Secretary 





*In the Matter of Financial Management Corporation, et al 
instituted February 11, 1976. 

1 The findings herein are not binding on any other respond- 
ents named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12921/October 26, 1976 


In the Matter of 

BOSTON STOCK EXCHANGE 
53 State Street 

Boston, Massachusetts 02109 
(SR-BSE-76-11) 


ORDER APPROVING PROPOSED RULE CHANGE 

















On August 25, 1976, the Boston Stock Exchange (“BSE”) 
filed with the Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the “Act’”), as amended 
by the Securities Acts Amendments of 1975, and Rule 19b- 
4 thereunder, copies of a proposed rule change. The 
purpose of the rule change is to effect changes in the BSE’s 
Constitution necessary to allow incorporation of the BSE. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by 
publication of a Commission Release [Securities Exchange 
Act Release No. 12756, (September 1, 1976)] and by 
publication in the Federal Register [41 Fed. Reg. 39107, 
(September 14, 1976)]. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to national securities 
exchanges and in particular, the requirements of Section 6 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed rule 
change be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12922/October 26, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE CHICAGO BOARD OPTIONS EXCHANGE, INCOR- 
PORATED 


File No. SR-CBOE-76-20 


The Chicago Board Options Exchange, Incorporated sub- 
mitted on September 22, 1976 proposed rule changes 
under Rule 19b-4 to (1) require a decision by two floor 
Officials to halt or resume trading in a particular option 
contract; (2) define actions to be taken under unusual 
market conditions; (3) clarify the appropriate use of hand 
signal communications; (4) define when and how a Market- 
On-Close order is to be executed; (5) clarify the procedure 
for entering orders at a price of $.01 per share at option and 
to eliminate the phrase “cabinet trading’; (6) promote 
prompt payment of commissions between members; (7) 
clarify the procedure for the acceptance of orders by Board 
Brokers prior to the commencement of trading; and (8) to 
require Board Brokers to have at least one assistant who is 
also a member of the exchange. 


Publication of the submission is expected to be made in the 
Federal Register during the week of October 25, 1976. In 
order to assist the Commission to determine whether to 


approve the proposed rule changes or institute proceedings 
to determine whether the proposed rule changes should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capito! Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-CBOE-76-20. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12923/October 26, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-76-26 


The American Stock Exchange, Inc. submitted on October 
18, 1976 a proposed rule change under Rule 19b-4 to 
require that option contracts in the same “series of options” 
have the same unit of trading. 


Publication of the submission is expected to be made in the 
Federal Register during the week of October 25, 1976. In 
order to assist the Commission in determining whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of -the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-Amex-76-26. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
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pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12924/October 27, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-76-54 


The New York Stock Exchange, Inc. submitted on October 
22, 1976 a proposed rule change under Rule 19b-4 to 
permit its specialists, odd-lot dealers, and registered traders 
to trade listed options upon underlying specialty stocks and 
underlying stocks in which members hold a position. 


Publication of the submission is expected to be made in the 
Federal Register during the week of November 1, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-NYSE-76-54. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12925/October 27, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-76-24 
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The Midwest Stock Exchange, Inc. submitted on October 
22, 1976 a proposed rule change under Rule 19b-4 to 
permit its specialists to trade listed options upon specialty 
stocks. 


Publication of the submission is expected to be made in the 
Federal Register during the week of November 1, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-MSE-76-24. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12926/October 27, 1976 


UNIFORM NET CAPITAL RULE 
Notice of Proposed Amendments 


The Securities and Exchange Commission today an- 
nounced that it has under consideration proposed amend- 
ments to Rule 15c3-1 [17 CFR 240.15c3-1] (“section 240. 
15c3-1”") under the Securities Exchange Act of 1934 (‘‘the 
Act’), the uniform net capital rule. The proposed amend- 
ments would effect technical modifications to provisions of 
seciion 240.15c3-1 recentiy revised by Securities Exchange 
Act Release No. 12766 (Sept. 2, 1976) [41 FR 39014 (Sept. 
14, 1976)] (“Release No. 12766”). 


Section 15(c)(3) of the Act directs the Commission, inter 
alia, to establish minimum financial responsibility require- 
ments for all brokers and dealers. On June 26, 1975, the 
Commission adopted ' amendments to section 240.15c3-1 
constituting a uniform net capital rule applicable to substan- 
tially all brokers and dealers, thus implementing this 
congressional directive. 


Subsequently, the Commission has twice amended its uni- 
form net capital rule to establish financial responsibility 











standards specifically applicable to situations wherein the 
specialist or market maker account of a dealer is carried, 
cleared, guaranteed or endorsed by another broker or 
dealer. On January 2, 1976, the Commission adopted 2 
section 240.15c3-1(a)(6), embodying an optional financial 
responsibility standard available to certain dealers who 
combine specialist functions with certain other floor activi- 
ties. Section 240.15c3-1(a)(6) is predicated on the mainte- 
nance of specified levels of equity in the dealer's market 
maker or specialist account carried with another broker or 
dealer, and also imposes upon the carrying broker or dealer 
control and early warning obligations intended to ensure 
daily surveillance over the account’s financial condition. In 
February 1976,3 the Commission incorporated similar con- 
trol devices into proposed amendments to section 
240.15c3-1(c)(2)(x) intended to enable net capital computa- 
tions to reflect more directly the risks incurred by brokers 
and dealers (‘clearing firms’) who guarantee, endorse or 
clear the market maker accounts of specialists in listed 
options. The proposed amendments to section 240.15c3- 
1(c)(2)(x) included, inter alia, percentage deductions from a 
clearing firm’s net worth, effectively constituting equity main- 
tenance requirements for listed options specialists, applica- 
ble to various options trading strategies including bona fide 
hedged and spread positions. On this occasion, the Com- 
mission also proposed 4 amendments to section 240.15c3- 
1(a)(6) intended to secure substantial symmetry between 
these two analogous provisions of the uniform net capital 
rule. On September 2, 1976, after considering the public’s 
statistical testing of and comments upon these proposals, 
the Commission adopted them in revised form in Release 
No. 12766; they are currently scheduled to become effective 
on January 1, 1977.5 


In the weeks since the adoption of these amendments, the 
Commission's staff has cooperated with the several options 
exchanges in programs designed to familiarize their respec- 
tive memberships with this new pattern of financial respon- 
sibility regulation for options professionals. During this time, 
the Commission has received several well-considered sug- 
gestions from interested members of the public concerning 
technical refinements to sections 240.15c3-1(a)(6) and 
240.15c3-1(c)(2)(x). The Commission has evaluated these 
ideas and, to the extent they appear appropriate, has 
incorporated them into the proposed amendments to these 
provisions discussed below and released for public com- 
ment today. 


Proposed Amendments to Section 240.15c3-1(a)(6) and 
240.15c3-1(c)(2)(x) 


1000 Percent Test 


Section 240.15c3-1(c)(2)(x)(B)(7) provides that no clearing 
firm subject to section 240.15c¢3-1(c)(2)(x)(A) shall permit 
the aggregate deductions from its net worth required by that 
provision in respect of all market maker accounts guaran- 
teed, endorsed or carried by such clearing firm to exceed 
1000 percent of its net capital for any period exceeding five 
business days. Additionally, this provision requires a clear- 
ing firm to give notice to its designated authority and the 
Commission if such deductions at any time exceed 1000 
percent of its net capital. 


Section 240.15c3-1(c)(2)(x)(B)(7) is intended to place a limit 


on the volume of market maker account clearing activity in 
which a clearing firm may engage with a given amount of 
net capital. A similar limitation may be appropriate in the 
case of brokers and dealers carrying the specialist or 
market maker accounts of dealers operating under section 
240.15c3-1(a)(6), which envisions that the carrying firm will 
assume risks similar to those incurred by clearing firms 
subject to section 240.15c3-1(c)(2)(x). Accordingly, the 
Commission has determined to propose amendments to 
section 240.15c3-1(a)(6) which would incorporate (as sec- 
tion 240.15c3-1(a)(6)(v)) the 1000 percent test into this 
provision. Proposed section 240.15c3-1(a)(6)(v) would also 
effectively provide that brokers and dealers carrying market 
maker or specialist accounts under both section 240.15c3- 
1(a)(6) and section 240.15c3-1(c)(2)(x) are subject to the 
1000 percent limitation in respect of all such accounts 
considered in the aggregate; proposed conforming amend- 
ments to section 240.15c3-1(c)(2)(x)(B)(7) would achieve 
the same result under that provision. 


Other features of proposed section 240.15c3-1(a)(6)(v)— 
and of the proposed amendments to section 240.15c3- 
1(c)(2)(x)(B)(7)—arise from the observations of certain in- 
terested members of the public that the 1000 percent test 
may prove a more effective instrument for the protection of 
investors if it not only prohibits clearing firms exceeding its 
parameters from increasing the volume of their clearing 
activity, but also prohibits such firms from reducing their net 
capital through capital withdrawal or retirement of satisfac- 
torily subordinated debt capitalization. These proposed 
amendments would subject a clearing firm breaking through 
the 1000 percent limitation to the prohibition against with- 
drawal of equity capital found in section 240.15c3-1(e), as 
well as the prohibitions against reduction, prepayment and 
repayment of subordination agreements set forth in para- 
graphs (b)(6)(iii), (b)(7) and (b)(8) of section 240.15c3-1d 
(Appendix D to Rule 15c3-1), as if such clearing firm's net 
capital were below the minimum standards specified by 
each of these provisions. 


The text of proposed section 240.15c3-1(a)(6)(v) and of the 
proposed amendments to section 240.15c3-1(c)(2)(x) ap- 
pears later in this release. 


Certain Spread Positions 


Section 240.15c3-1(c)(2)(x)(A) prescribes deductions from 
the net worth of a broker or dealer in respect of positions in 
the market maker accounts carried, guaranteed or endorsed 
by that broker or dealer. In this connection, section 
240.15c3-1(c)(2)(x)(A)(7) applies to bona fide spread © posi- 
tions wherein the market value of the short position equals 
or exceeds the market value of the long position a deduction 
from net worth equal to 75 percent of the greater of (i) the 
difference between the market value of the two positions, or 
(ii) $50.00 per contract included in the long component of 
the spread. However, the first proviso to section 240.15c3- 
1(c)(2)(x)(A)(7) modifies this treatment if the option con- 
tracts carried short expire no later than the contracts com- 
prising the long position. Since the adoption of section 
240.15c3-1(c)(2)(x)(A)(7), some confusion has arisen 
among members of the public concerning the application of 
this proviso and its relation to the general provisions of 
section 240.15c3-1(c)(2)(x)(A)(7). Accordingly, the Commis- 
sion has determined to propose amendments to the first 
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proviso of section 240.15c3-1(c)(2)(x)(A)(7) intended to clar- 
ify three aspects of the proviso’s intended meaning. First, 
the proposed amendments would make it clear that applica- 
tion of the proviso is optional in all cases.? Second, the 
proposed amendments would clarify that the proviso does 
not act in derogation of the minimum deduction of $37.50 
per long contract applied by section 240.15c3- 
1(c)(2)(x)(A)(7) to all “net short” spreads. Finally, the Com- 
mission proposes to clarify that market value computations 
under the proviso are to be performed on the basis of 
current market value, rather than on the proceeds-cost 
basis indicated by the proviso’s original wording. 


The text of the proposed amendments to section 240.15c3- 
1(c)(2)(x)(A)(7) appears later in this release. 


Statutory Basis and Competitive Considerations 


Pursuant to the Securities Exchange Act of 1934, and 
particularly Sections 15(c)(3) and 23(a) thereof, 15 U.S.C. 
§§ 780(c)(3), 78w(a), the Commission proposes to amend 
section 240.15c3-1 in Part 240 of Chapter II of Title 17 of 
the Code of Federa! Regulations in the manner set forth 
below. The Commission finds that any burden imposed 
upon competition by the proposed amendments is neces- 
sary and appropriate in furtherance of the purposes of the 
Act, and particularly to implement the Commission's contin- 
uing mandate under Section 15 (c)(3) thereof, 15 U.S.C. 
§ 780(c)(3), to provide minimum safeguards with respect to 
the financial responsibility of brokers and dealers. 


Request for Comments 


All interested persons are invited to submit, in triplicate, their 
written views and comments concerning the amendments to 
section 240.15c3-1 proposed herein. All communications 
should be addressed to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549, no later than December 1, 
1976. Reference should be made to File No. S7-616. All 
comments received will be available for public inspection. 


Text of Proposed Amendments 


The proposed amendments to section 240.15c3-1 are as 
follows (new matter ® between arrows <4; deletions 
[bracketed)): 


§ 240.15c3-1 Net capital requirements for brokers or deal- 
ers. 


(a) 7_** 
Market Makers, Specialist and Certain Other Dealers 


(6)(i) *** 


»(v) No such carrying broker or dealer shall permit the sum 
of (A) the deductions required by paragraph (c)(2)(x)(A) of 
this section in respect of all transactions in specialists’ 
market maker accounts guaranteed, endorsed or carried by 
such broker or dealer pursuant to paragraph (c)(2)(x) of this 
section and (B) the equity required by paragraph (iii) of this 
paragraph (a)(6) in respect of all transactions in specialist or 
market maker accounts carried by such broker or dealer 
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pursuant to this paragraph (a)(6) to exceed 1000 percent of 
such broker's or dealer's net capital as defined in paragraph 
(c)(2) of this section for any period exceeding five business 
days. Provided, that if at any time such sum exceeds 1000 
percent of such broker’s or dealer’s net capital, then the 
broker or dealer shall immediately transmit telegraphic no- 
tice of such event to the principal office of the Commission 
in Washington, D. C., the regional office of the Commission 
for the region in which the broker or dealer maintains its 
principal place of business, and such broker's or dealer’s 
Designated Examining Authority. Provided further, that if at 
any time such sum exceeds 1000 percent of such broker's 
or dealer's net capital, then such broker or dealer shall be 
subject to the prohibitions against withdrawal of equity 
capital set forth in paragraph (e) of this section, and to the 
prohibitions against reduction, prepayment and repayment 
of subordination agreements set forth in paragraphs 
(b)(6)(iii), (b)(7) and (b)(8) of section 240.15c3-1d, as if such 
broker or dealer's net capital were below the minimum 
standards specified by each of the aforementioned para- 
graphs. < 


a a ae, 


'{o) dares 
Case eee 


Brokers or Dealers Carrying Accounts of Options Special- 
ists 


(x)(A) *** 


(7) In the case of a bona fide spread position as defined in 
this paragraph (c)(2)(x) in which the market value of the 
short position equals or exceeds the market value of the 
long position, the deduction shall be 75 percent of the 
greater of the difference between the market values of such 
short and long positions or $50 for each option contract 
included in the long position as part of such spread position; 
provided, that if the option contracts in the short position 
expire no late than the option contracts in the long position, 
such deduction ®need not exceed [shall be] the greater of 
75 percent of $50 per long contract, or the amount by which 
the difference between the market values [proceeds] of 
the short [position] and [the cost of the] long Ppositions< 
[position] is less than the amount by which the exercise 
value of the long position exceeds the exercise value of the 
short position; and provided further, that such endorser, 
guarantor or carrying broker or dealer need not deduct more 
in respect of any such spread position in a particular 
underlying security and in respect of option contracts for the 
same underlying security which are carried in a pure long 
position in such specialist's market maker account than the 
greater of the deduction required by this paragraph (7) in 
respect of the spread position or the deduction required by 
paragraph (A) of this paragraph (c)(2)(x) in respect of the 
pure long position. 


Sy 


(7) No such guarantor, endorser or carrying broker or dealer 
shall permit the sum of (i) the deductions required by 
paragraph (A) of this paragraph (c)(2)(x) in respect of all 
transactions in specialists’ market maker accounts guaran- 











teed, endorsed or carried by such broker or dealer and (i/) 
the equity required by paragraph (a)(6)(iii) of this section in 
respect of all transactions in specialist or market maker 
accounts carried by such broker or dealer pursuant to 
paragraph (a)(6) of this section to exceed 1000 percent of 
such broker's or dealer’s net capital as defined in paragraph 
(c)(2) of this section for any period exceeding five business 
days. Provided, that if at any time such Psum4 
[deductions] Pexceeds<¢ [exceed] 1000 percent of such 
broker's or dealer's net capital, then the broker or dealer 
shall immediately transmit telegraphic notice of such event 
to the principal office of the Commission in Washington, D. 
C., the regional office of the Commission for the region in 
which the broker or dealer maintains its principal place of 
business, and such broker's or dealer's Designated Examin- 
ing Authority. » Provided further, that if at any time such 
sum exceeds 1000 percent of such broker's or dealer's net 
capital, then such broker or dealer shall be subject to the 
prohibitions against withdrawal of equity capital set forth in 
paragraph (e) of this section, and to the prohibitions against 
reduction, prepayment and repayment of subordination 
agreements set forth in paragraphs (b)(6)(iii), (b)(7) and 
(b)(8) of section 240.15c3-1d, as if such broker or dealer's 
net capital were below the minimum standards specified by 
each of the aforementioned paragraphs. 4 


By the Commission. 


George A. Fitzsimmons 
Secretary 


October 27, 1976 





‘Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795 (July 16, 1975). 


2 Securities Exchange Act Release No. 11969 (Jan. 2, 
1976), 41 FR 5277 (Feb. 5, 1976). 


3 Securities Exchange Act Release No. 12148 (Feb. 26, 
1976), 41 FR 12306 (March 25, 1976). 


4/d. 


5 The original effective date of these amendments was 
November 1, 1976. However, the Commission has post- 
poned their effective date to January 1, 1977. Securities 
Exchange Act Release No. 12927 (Oct. 27, 1976), 41 FR 
(Oct. , 1976). 


6 Section 240.15c3-1(c)(2)(x)(D) defines a bona fide spread 
position as long and short positions in the same type (.e., 
put or call) of (listed) option contracts for the same number 
of units of the same underlying security. 


7 Of course, clearing firms computing under section 
240.15c3-1(c)(2)(x)(A) (or section 240.15c3-1(a)(6)(iii)(A)) 
should maintain records memorializing those occasions on 
which such firms elect to utilize this proviso in their compu- 
tations. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12927/October 27, 1976 


Uniform Net Capital Rule 


The Securities and Exchange Commission today an- 
nounced the postponement until January 1, 1977 of the 
effective date of the amendments to Rule 15c3-1 [17 CFR 
240.15c3-1] (“section 240.15c3-1”") and the interpretation 
thereof adopted by the Commission in Securities Exchange 
Act Release No. 12766 (Sept. 2, 1976) [41 FR 39014 (Sept. 
14, 1976)] (“Release No. 12766”). 


In Release No. 12766, the Commission adopted amend- 
ments to section 240.15c3-1 and an interpretation thereof 
designed primarily to enable net capital computations to 
reflect more directly the risks incurred by brokers and 
dealers (“clearing firms”) who guarantee, endorse or clear 
transactions in listed options for specialists acting as market 
makers in such options. These modifications to the Com- 
mission's uniform net capital rule involved substantial altera- 
tions to (and a related interpretation of) section 240.15c3- 
1(c)(2)/x), which prescribes the treatment of such activity for 
purposes of a Clearing firm's capital computations, and 
conforming amendments to the similar section 240.15c3- 
1(a)(6), which establishes an optional financial responsibility 
standard available to certain dealers combining equities or 
options specialist functions with certain other floor activi- 
ties.1 Essentially, this rulemaking package was that pro- 
posed in Securities Exchange Act Release No. 12148 (Feb. 
26, 1976) [41 FR 12306 (Mar. 25, 1976)], modified in light of 
suggestions and data received in response to the Commis- 
sion’s solicitation of public comment upon the proposals. 


During this comment period, several members of the public 
observed that implementation of the Commission's propos- 
als with the modifications thereto urged by certain commen- 
tators would necessitate extensive computer programming 
adjustments to enable clearing firms to perform the neces- 
sary computations in a timely and accurate manner. Mem- 
bers of the public therefore requested the Commission to 
provide a transitional period of approximately sixty days 
following adoption of the proposed amendments. The Com- 
mission determined this to be an appropriate course of 
action; accordingly, Release No. 12766 embodied an effec- 
tive date of November 1, 1976, two months after issuance of 
the release. 


Recently, the Commission has received indications that 
unanticipated difficulties in computerizing calculations under 
the amended sections 240.15c3-1(a)(6) and 240.15c3- 
1(c)(2)(x) may prevent many (but not all) clearing firms from 
operating efficiently under these provisions as of their 
current effective date. Several members of the public have 
requested the Commission to postpone the effective date of 
the amendments announced in Release No. 12766 to 
January 1, 1977 or, alternatively, to allow each affected 
clearing firm to elect to postpone its implementation of these 
amendments until that date. 


The Commission has determined that it is appropriate in the 
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public interest to afford brokers and dealers sufficient time 
to complete their preparations to implement the amend- 
ments to section 240.15c3-1 and the interpretation thereof 
adopted in Release No. 12766; accordingly, the Commis- 
sion postpones their effective date until January 1, 1977. 
However, the Commission believes that it is also appropri- 
ate in the public interest to afford individuals brokers and 
dealers the flexibility to commence operation under these 
amendments at an earlier date, if they so desire. Brokers 
and dealers wishing to do so should make written applica- 
tion to the Commission's Division of Market Regulation for 
permission to operate as a Clearing firm under the amended 
section 240.15c3-1(a)(6) or the amended section 240.15c3- 
1(c)(2)(x), as of a specified date. The Commission antici- 
pates that such permission will be conditioned upon compli- 
ance in all respects with section 240.15c3-1 as amended by 
Release No. 12766, and with the proposed technical 
amendments to section 240.15c3-1 issued for public com- 
ment today in Securities Exchange Act Release No. 12926 
(Oct. 27, 1976) [41 FR (Nov. _, 1976)]. 


Statutory Basis, Competitive Considerations, and Public 
Procedure 


Pursuant to the Securities Exchange Act of 1934, and 
particularly Sections 15(c)(3) and 23{a) thereof, 15 U.S.C. 
§§ 780(c)(3), 78w(a), the Commission hereby postpones the 
effective date of the amendments to section 240.15c3-1 in 
Part 240 of Chapter Il of Title 17 of the Code of Federal 
Regulations, and of the interpretation thereof, adopted in 
Release No. 12766, supra, until January 1, 1977. The 
Commission finds that any burden imposed upon competi- 
tion by such postponement is necessary and appropriate in 
furtherance of the purposes of the Act, and particularly to 
implement the Commission’s continuing mandate under 
Section 15(c)(3) thereof, 15 U.S.C. § 780(c)(3), to provide 
minimum safeguards with respect to the financial responsi- 
bility of brokers and dealers. The Commission finds further, 
pursuant to 5 U.S.C. § 553(b)(3)(B), that inasmuch as such 
postponement effectively extends the time in which to 
comply with regulatory requirements, notice and public 
procedure respecting such postponement is unnecessary to 
the public interest. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


October 27, 1976 





1 The primary distinction between § 240.15c3-1(a)(6) and 
§ 240.15c3-1(c)(2)(x) lies in the former provision’s availabil- 
ity to certain dealers already subject to § 240.15c3-1; 
§ 240.15c3-1(c)(2)(x) deals solely with the market maker 
accounts of specialists in listed<options who are themselves 
exempted from net capital regulation pursuant to 
§ 240.15c3-1(b)(1). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12928/October 27, 1976 


In the Matter of 
AUSTIN JAMES & CO., INC. 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings’ under the Securities 
Exchange Act of 1934 (“Exchange Act’), Austin James & 
Co., Inc., a former registered broker-dealer, has submitted 
an offer of settlement, without admitting or denying certain 
allegations in the order for proceedings, which the Commis- 
sion has determined to accept.2 


On the basis of the order for proceedings and the offer of 
settlement, it is found that: 


Austin James & Co., Inc. wilfully violated and wilfully aided 
and abetted violations of Section 17(a) of the Securities Act 
of 1933 (‘Securities Act’) and Section 10(b) of the Ex- 
change Act and Rule 10b-5 promulgated thereunder. 


Accordingly, 1T |S ORDERED that: 
Austin James & Co., Inc. shall comply with its undertaking 
never to reapply for registration with this Commission as a 


broker-dealer. 


The above sanctions will become effective at the opening of 
business on the second Monday after the date of this order. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





1 In the Matter of Kenneth Bove & Co., Inc. et al., proceed- 
ings instituted June 13, 1974. 


2 This offer of settlement is not binding on any other 
respondents who are subjects of this proceeding. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12930/October 27, 1976 


Administrative Proceeding File No. 3-5103 


In the Matter of 


GOVERNMENT EMPLOYEES INSURANCE COMPANY 
(GEICO) 

Norman Lawrence Gidden 

Ralph Clark Peck 


ORDER INSTITUTING PROCEEDINGS PURSUANT TO ® 








SECTIONS 15(c)(4) AND 21(a) OF THE SECURITIES 
EXCHANGE ACT OF 1934, AND FINDINGS AND ORDER 
OF THE COMMISSION 


The Commission deems it appropriate in the public interest 
that proceedings be instituted with respect to Government 
Employees Insurance Company (GEICO) pursuant to the 
provisions of Section 15(c)(4) of the Securities Exchange 
Act of 1934 (Exchange Act)! to determine whether certain 
filings by GEICO with the Commission failed to comply, in 
any material respect, with provisions of Section 15 of the 
Exchange Act and Rules and Regulations promulgated 
thereunder concerning the reporting of the deteriorating 
financial condition of GEICO throughout 1975 because of 
changes as to provision for loss reserves and deferred 
acquisition costs and the effect thereof on earnings. The 
Commission is also acting pursuant to Section 21(a) of the 
Exchange Act.? 


The Commission has permitted GEICO, Ralph C. Peck 
(“Peck”) and Norman L. Gidden (“Gidden”), both former 
officers of GEICO, to submit statements pursuant to the 
provisions of Section 21(a), which statements are contained 
herein in part Ill. GEICO, Peck and Gidden, as part of such 
statements, have submitted Offers of Settlement for the 
purpose of disposing of the issues raised by these proceed- 
ings as reflected herein in part IV. Under the terms of these 
Offers of Settlement, GEICO, Peck and Gidden, solely for 
the purpose of these proceedings, without admitting or 
denying any of the Facts, Findings or other statements set 
forth herein and on the understanding that nothing con- 
tained herein will constitute an admission or denial or 
adjudication with respect to any matter referred to herein, 
consent to the Findings and Order of the Commission. 


| 
FACTS 


Summary 


Government Employees Insurance Company, GEICO Build- 
ing, Washington, D.C. 20076, is incorporated in the District 
of Columbia and is one of the nation’s largest writers of 
automobile insurance. At year-end 1975, GEICO had over 
2.8 million policies in force and it had earned premiums 
during 1975 in excess of $669 million. In 1971, GEICO 
began filing periodic and other reports with the Commission 
as required by the provisions of Section 15(d) of the 
Exchange Act. 


Peck has been employed by GEICO from 1955 until the 
present. From March 1974 until April 10, 1976, Peck was 
president and chief operating officer of GEICO and was 
responsible for the day-to-day operations of GEICO and the 
establishment of loss reserves. Since April 1976 Peck has 
been employed as a consultant to the chairman of the board 
of directors of GEICO. Peck signed all of GEICO’s quarterly 
reports to shareholders during 1975, and reviewed various 
reports to the Commission on Form 10-Q during 1975 as 
are discussed hereinafter. 


Gidden has been employed by GEICO from 1946 until the 
present. From March 1974 until May 5, 1976, he was chief 
executive officer, chairman of the board of directors and 
Peck’s immediate superior. Gidden is now an advisor to the 


chief executive officer of GEICO. Gidden signed all of 
GEICO’s quarterly reports to shareholders during 1975 and 
reviewed various reports to the Commission on Form 10-Q 
during 1975. 


For a period from April 30, 1975 (the date that GEICO 
issued a quarterly report to shareholders for the period 
ending March 31, 1975) in reports to shareholders, reports 
filed with the Commission and in press releases, GEICO, 
Peck and Gidden failed in material respects to disclose the 
extent of the deteriorating financial condition of GEICO 
throughout 1975. GEICO did not disclose the various 
changes effected by management in the method of calculat- 
ing certain operating expense items, namely, additions to 
loss reserves and reduction in carrying value of the deferred 
acquisition cost asset, and failed to disclose the favorable 
effect of such changes on earnings. Further, GEICO failed 
to disclose the uncertainty as to operating results which it 
did report. Had these changes not been implemented, 
GEICO would have reported losses of $82.3 million for the 
nine months ended September 30, 1975 as opposed to the 
$50.7 million actually reported. 


Peck, as president and chief operating officer, and Gidden, 
as chief executive officer and chairman of the board of 
directors, were responsible for the day-to-day operations of 
GEICO, the establishment of loss reserves and the calcula- 
tion of the value of the deferred acquisition cost asset. The 
changes in the formulas for calculating loss reserves were 
developed by Peck and accepted by Gidden. Peck and 
Gidden were aware that evidence indicated that previously 
used formulas had produced inadequate reserves. Changes 
were impiemented which resulted in lower reserves than 
would have resulted from consistent application of previ- 
ously used formulas. There was no disclosure that these 
changes in methodology were made, that there was no data 
to support these changes, and that such changes had a 
material effect on reported earnings. 


In March 1975, GEICO’s outside auditors urged the com- 
pany to adopt a specific test of the value of the deferred 
acquisition cost asset. Application of that test would have 
required a significant write-down of the deferred acquisition 
cost asset and thereby produced significantly greater losses 
than were reported. Peck and Gidden did not adopt the 
auditor's test because of a disagreement between manage- 
ment and the outside auditors as to the appropriateness of 
that test. GEICO adopted no test until preparation of the 
report to shareholders for the third quarter of 1975. At that 
time GEICO and its auditors agreed upon a test which 
required a $10 million write-down. However, using other 
assumptions not reviewed by the outside auditors, GEICO 
wrote down the asset by only $5 million. There was no 
disclosure that these changes in the test were made, that 
the write down constituted only half the agreed-upon 
amount, and that such changes had a material effect on 
reported earnings. 


On November 26, 1975, Gidden sold 15,045 of his 19,420 
shares of GEICO common stock for proceeds in excess of 
$163,000 while in possession of material, non-public infor- 


mation concerning the deteriorating financial condition of 
GEICO. 


GEICO Reserving Practices 
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Loss reserves are estimates of the eventual cost of reported 
and unreported claims against GEICO which are not yet 
settled. Although reserving is based to a significant extent 
upon judgment, reserves should approximate the total esti- 
mated cost of all current claims minus the amount actually 
paid to date on such claims. Additions to loss reserves are 
accounted for as current operating expenses and under- 
statement of additions to loss reserves results in under- 
statement of operating expenses. The failure to recognize 
on a timely basis needed loss reserve increases Causes 
liabilities to be understated. 


GEICO reserves are set on a monthly basis and total 
reserves are composed of the aggregate of five categories 
listed below. Staff members of the claims’, treasurer's and 
actuary’s office participate in varying degrees in the prepa- 
ration of data and the making of preliminary computations of 
the various reserves. All reserves other than case reserves 
are set through the application of various mathematical 
formulas and the exercise of judgment. Each month during 
his tenure as president of GEICO, Peck approved the 
amounts of all reserves other than case reserves and 
reviewed the amount of all loss reserves with Gidden. 


GEICO classifies its loss reserves as follows: 


a. Formula Reserves (Average Reserves) are estab- 
lished for claims less than six months old from an 
analysis of historical data pertaining to the cost of 
similar claims in the past. Each claim under a particu- 
lar coverage, such as bodily injury and comprehen- 
sive, is assigned an average value. 


b. Case Reserves are established for claims more 
than six months old by the claims department and 
individual examiners on a case-by-case basis. In 
October 1970, GEICO’s examiners were instructed to 
establish case reserves at the “minimum probable” 
settlement value (as opposed to the previously used 
“probable value’). The claims department and individ- 
ual examiners reviewed case files periodically and 
adjusted the case reserves. Until November 1974, no 
adjustments of less than $1,000 were made to the 
reserves (“$1,000 Rule”). Subsequent to that date, 
claims examiners reviewed and adjusted case re- 
serves at least every six months without application of 
such “$1,000 Rule.” 


c. Special Reserves were established beginning in 
October 1970, to provide for any deficiency in case 
reserves resulting form the “$1,000 Rule” and “mini- 
mum probable” value procedure. GEICO at no time 
had data supporting specific adjustments to this re- 
serve. Peck determined and Gidden approved the 
level of this reserve each month. 


d. /BNR Reserves (Incurred But Not Reported) are 
established for claims which have occurred during a 
given time period but are not yet integrated into the 
company’s other reserves until after the close of that 
period. IBNR reserves are created to cover these 
unreported claims. Both the number of claims and the 
average value of such claims are estimated based on 
various mathematical formulas. 
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e. Unallocated Reserves are established to pay for 
costs of settling claims not attributable to specific 
cases or Claims. 


Changes in Reserve Methodology 


The below-noted changes in reserve formulas were devel- 
oped by Peck and accepted by Gidden. Each change 
resulted in lower reserves than had no such changes been 
undertaken. There was no data which indicated that such 
changes produced more appropriate reserve levels than 
previously used formulas. 


A. June 30, 1975 


GEICO’s reserves as of June 30, 1975, which were set in 
late July 1975, totaled $280.7 million. This amount was 
established, in part, by new formulas? for the calculation of 
reserves which were developed by Peck and accepted by 
Gidden. Had this change not been undertaken reserves 
would have been $290.7 million. Thus, reserves were $10 
million less than had the previously used formulas been 
consistently employed. There was no data establishing that 
these modified formulas produced a more appropriate re- 
serve than previously used formulas. The new method was 
implemented despite the availability to GEICO, Peck and 
Gidden of the following data indicating a deficiency in 
GEICO's reserves under the previously used formulas: 


1. In March 1975 GEICO’s auditors reported to the 
company that on a “statutory” basis GEICO’s re- 
serves‘ were deficient by $15.5 million as of Decem- 
ber 31, 1974; 


2. As of July 1975 a preliminary internal study of 
GEICO’s staff indicated that the initial case reserves 
established by examiners for bodily injury claims were 
25% deficient. Another such study indicated that case 
reserves were deficient by $11-69 million; and 


3. As reported to stockholders in its semi-annual 
report, (a copy of which was filed with the Commis- 
sion on July 31, 1975), payments and reserves for 
accidents occurring prior to December 31, 1974 had 
exceeded the reserves provided on that date by $26 
million as of June 30, 1975. 


Had GEICO not undertaken the above noted modifications, 
reported pretax losses for the second quarter of 1975 would 
have been $30.4 million as opposed to the $20.4 million 
actually reported on Form 10-Q for the period ending June 
30, 1975 filed with the Commission during August 1975 and 
in GEICO’s report to shareholders for the same period. No 
disclosure was made of this modification in reserve formu- 
las, the effect thereof on GEICO’s earnings or that there 
was no data establishing that the changed methods were 
more accurate than previously used methods. 


B. September 30, 1975 


During the next quarter inflation, no-fault laws and increased 
severity and frequency of accidents caused GEICO to 
experience further increases in claim costs. GEICO’s re- 
serves as of September 30, 1975, which were established in 
late October 1975, were $300.9 million. This amount was 











established in part through a further modification of previ- 
ously employed reserve formulas® which were developed by 
Peck and accepted by Gidden. Had these changes not been 
undertaken, reserves would have been $315.9 million. 
Thus, reserves were $15 million less than had previously 
used formulas been consistently applied. The effect of 
these modifications was an IBNR reserve $15 million less 
than had the formulas used prior to June 30, 1975 been 
consistently applied. In addition, there was no data estab- 
lishing that these revised formulas would produce a more 
appropriate reserve than the previously used formulas. This 
change was implemented despite the following data, which 
became available to GEICO, Peck and Gidden in October 
1975, indicating a continuing deficiency in GEICO reserves. 


1. An analysis undertaken by GEICO’s auditors of the $26 
million developed deficiency, as noted above in section A, 
indicated that $20 million of that deficiency was attributable 
to the IBNR reserve. 


2. As reported in the statistical supplement to the third 
quarter report to sharehoiders, payments and reserves for 
accidents which had occurred prior to December 31, 1976 
had exceeded thre reserves provided on that date by $31 
million as of September 30, 1975. 


3. Peck directed an analysis, employing data selected by 
him, of GEICO’s August 31, 1975 loss reserves which 
purportedly showed reserves to be excessive by $1.9 mil- 
lion. The study also contained clerical errors of approxi- 
mately $13 million. Had such data not been used and had 
such clerical errors not occurred, this study would have 
shown GEICO reserves to be deficient by $29 million. The 
study did not disclose the nature of the method and data 
used to derive the above noted result that reserves were 
excessive by $1.9 million. This study was distributed to the 
executive committee of the board of directors. 


4. GEICO’s consulting actuary’ reported orally to manage- 
ment that its preliminary analysis of GEICO’s bodily injury 
reserves as of June 30, 1975, indicated that those reserves 
were deficient by $42 million but indicated that the analysis 
was preliminary and that no action should be taken on the 
basis of it. 


Had the reserve formulas employed as of December 31, 
1974 been consistently applied, after-tax losses at GEICO 
for the quarter ended September 30, 1975 would have been 
$36.4 million as opposed to the reported after-tax losses of 
$21.4 million. No disclosure was made of the change in 
reserve formulas, the effect thereof on reported losses, or 
that there was no data establishing that the changed 
methods were more accurate than previously used meth- 
ods. 


Year-End Reserve Adjustments 


On December 17, 1975, GEICO’s consulting actuary pre- 
sented to Peck, Gidden and other GEICO management its 
preliminary analysis of total GEICO loss reserves which 
showed that GEICO had a $65 million reserve deficiency as 
of September 30, 1975 and recommended an immediate 
increase of at least $40 million in loss reserves. On Decem- 
ber 17, 1975, a GEICO officer informed the consulting 
actuary that the recommended $40 million increase in 


reserves would bring GEICO’s surplus below the minimum 
required by District of Columbia law, thus imperiling the 
company’s ability to continue to do business while a $35 
million increase would not have such an effect. The consult- 
ing actuary further recommended that an ‘additional 
strengthening in the magnitude of $25 million be consid- 
ered.” , 


On December 23, 1975, the consulting actuary presented to 
GEICO’s management its final analysis of GEICO’s Sep- 
tember 30, 1975 reserves. Its best estimate of the defi- 
ciency in reserves, taking into account no-fault laws and 
inflation, was $70 million (subject to a $35 million degree of 
variation in either direction), but it recommended only a $35 
million degree of variation in either direction), but it recom- 
mended only a $35 million immediate increase in resarves. 
The consulting actuary further stated that the $35 million 
immediate recommended increase was a minimum which, 
coincidentally, was consistent with its estimate of historical 
data without further adjustment for the effect of no-fault laws 
and inflation and recommended that ‘a specific program be 
established for 1976 and 1977 for amortizing any further 
reserve deficiencies” over and above the $35 million recom- 
mended strengthening. 


On December 23, 1975, GEICO’s actuary began studying 
the consulting actuary’s analysis, as did the District of 
Columbia Department of Insurance. GEICO’s outside audi- 
tors commenced such studies on December 29, 1975. 


As of December 29, 1975, GEICO management anticipated 
adding to reserves on a quarterly basis over a three-year 
period any increase over and above the initial $35 million 
required to bring GEICO’s reserves to the midpoint indi- 
cated by the consulting actuary’s studies. 


Deferred Acquisition Costs 


GEICO historically deferred immediate recognition of certain 
policy acquisition expenses and treated such expenses as 
an asset to be matched properly against earned premium 
revenues. Recoverability, that is, future underwriting profits 
to offset the writing of acquisition costs as an asset, is a 
prerequisite to the deferral of these acquisition expenses. At 
such time as a portion of the asset is deemed to be 
nonrecoverable, an appropriate reduction of the value of the 
asset should be made. Peck and Gidden delayed making 
indicated downward adjustments in the value of GEICO’s 
deferred acquisition cost asset and thereby caused GEICO 
to report losses jess than would have been reported had 
such adjustments been made. Such downward adjustments 
are written-off as operating expenses and have a direct 
impact on reported losses and earnings, in that they in- 
crease losses or decrease earnings. GEICO delayed mak- 
ing such adjustments and adopted no test for calculating 
recoverability due to a disagreement between the company 
and its outside auditors as to the proper test of recoverabil- 
ity which was not resolved until after the third quarter of 
1975. 


GEICO reported in its financial statements for the year 
ended December 31, 1974 a deferred acquisition cost asset 
of $45.6 million. This figure was not reduced pursuant to the 
formula used by GEICO’s auditors to test the recoverability 
of the asset at December 31, 1974. During 1975, GEICO 
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and its auditors were discussing various methods of modify- 
ing this formula for testing the recoverability of the deferred 
acquisition cost asset. 


In March 1975, GEICO's auditors informed GEICO manage- 
ment that recoverability should be tested each month and 
that a write-down should be effected when the unrecovera- 
ble amount of the asset became a material item. Using the 
formula for testing the recoverability of the deferred acquisi- 
tion cost asset employed by GEICO's auditors at December 
31, 1974, GEICO calculated that $9.8 million of the asset 
was unrecoverable as of March 31, 1975. In GEICO's first 
quarterly report for the period ended March 31, 1975, filed 
with Commission on Form 10-Q and its quarterly report to 
shareholders for the same period, the company continued to 
report a deferred acquisition cost asset of $45.6 million. By 
June 30, 1975, the unrecoverable amount, using the same 
test employed by GEICO's auditors at December 31, 1974, 
indicated that $16.9 million of the asset was unrecoverable 
and should be written-off. In GEICO’s second quarterly 
report for the period ended June 30, 1975, filed with the 
Commission on Form 10-Q and its quarterly report to 
shareholders for the same period, the company continued to 
report a deferred acquisition cost asset of $45.6 million. In 
August 1975, the unrecoverable amount using the test 
employed by GE!CO’s auditors at December 31, 1974, had 
risen to $21.6 million. On October 8, 1975, a specific 
revised formula for testing recoverability was agreed to by 
GEICO and its auditors. Calculations pursuant to this for- 
mula showed that $10 million of GEICO’s deferred acquisi- 
tion cost asset should be written-off as of September 30, 
1975. However, using other assumptions not reviewed by 
GEICO's outside auditors, GEICO, at the recommendation 
of Peck, wrote down the deferred acquisition cost asset as 
of September 30, 1975 by only $5 million, to $40.6 million. If 
GEICO had made the $10 million adjustment, its after-tax 
third quarter losses would have been $5 million greater than 
reported. If GEICO had made the $21.6 million write-down 
noted above, its after-tax losses for the third quarter would 
have been $16.6 million greater than reported. 


There was no disciosure to the public of the fact that 
GEICO, using other assumptions, wrote down this asset by 
$5 million as of September 30, 1975, when the company 
and its auditors had earlier agreed to a $10 million write- 
down. 


Reports in Early 1976 


Gn January 14, 1976, GEICO announced, in a press 
release and letter to shareholders, tentative year-end 1975 
financial results subject to audit showing an increase of loss 
reserves of $42.1 million over the September 30, 1975 
figure, a write-down of the deferred acquisition cost asset of 
$14 million and total underwriting losses for the year of $140 
million. That letter indicated that management deemed the 
reported reserve of $343 million to be “... a reasonable 
provision for the payment of all claims arising from any 
accidents which occurred through December 31, 1975." The 
letter also indicated that the primary causes of the loss 
reserve increases were inflation and no-fault laws. The letter 
was filed with the Commission on February 10, 1976, as an 
exhibit to a report on Form 8-K for January 1976. That 
report stated that “continuing analysis and monitoring of the 
Company's reserves by an independent consulting actuary 
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and by the Company's actuary may require further substan- 
tial strengthening of those reserves.” 


On February 23, 1976, GEICO, in another letter to share- 
holders, announced that, “based on a further review of the 
data available as of September 30, 1975, and a preliminary 
review of the data developed through December 31, 1975, 

. the loss reserves may require further substantial 
strengthening and other financial adjustments.” At the same 
time, GEICO requested and the Commission suspended 
trading in the outstanding securities of GEICO. Upon re- 
quest of GEICO, that suspension was continued until April 
16, 1976. On March 1, 1976, GEICO issued a further 
release in which it announced its final audited year-end 
figures which showed total underwriting losses for the year 
of $190.9 million, reflecting an additional $25.6 million of 
reserve strengthening to a total of $368 million and a further 
$26.4 million write-down of the deferred acquisition cost 
asset. 


Trading by Norman L. Gidden 


On November 20, 1975, Gidden placed an order to sell 
15,045 shares of common stock of GEICO. The order was 
executed on November 26, 1975, and Gidden realized 
proceeds in excess of $163,000. Prior to the above noted 
transactions, Gidden was in possession of material non- 
public information concerning the deteriorating financial con- 
dition of GEICO, changes in the treatment of deferred 
acquisition expenses and provision for loss reserves as are 
discussed above, and the effect thereof on earnings without 
disclosing such information to the purchaser of these 
shares. At the time of the above noted transactions, Gidden 
was in possession of the following non-public information: 


1. the reserve methodology changes discussed above 
which occurred on June 30 and September 30, 1975, 
the effect thereof on earnings and the fact that no 
data established these new methods to be more 
accurate than those previously employed; 


2. the above noted non-public information concerning 
possible deficiencies in GEICO’s reserves; and 


3. that a substantial write-down of the deferred acqui- 
sition cost asset might be required pending the reso- 
lution of the disagreement noted above between 
GEICO and its outside auditors. 


iH 
FINDINGS 


THE COMMISSION FINDS THAT: 
A. GEICO: 


Filed with the Commission on Form 10-Q the following 
reports which failed to comply in material respects with the 
provisions of Section 15(d) of the Securities Act of 1934. 


1. As noted below, during 1975 GEICO filed quarterly 
reports with the Commission which failed in material res- 
pects to disclose its deteriorating financial condition, 
changes in the treatment of deferred acquisition costs and 
loss reserves, the effects thereof on earnings and uncer- 














tainty as to the operating results which it did report due to 
these changes. 


2. First Quarter 1975 10-Q Filed on May 14, 1975 


GEICO failed to report that during the first quarter of 1975 
application of the test of recoverability of the deferred 
acquisition cost asset which had been used by GEICO’s 
auditors as of December 31, 1974 indicated that $9.8 million 
of the asset was not recoveralbe. If the write-down indicated 
by that recoverability test had been taken during the quarter 
ended March 31, 1975 the asset would have been $35.8 
million instead of the $45.6 million actually reported and 
pretax losses for that period would have been $18.7 million 
compared to reported pretax losses of $8.9 miilion. 


3. Second Quarter 10-Q Filed August 11, 1975 


a. GEICO failed to report that during the second quarter of 
1975, application of the test of recoverability of the deferred 
acquistion cost asset which had been used by GEICO’s 
auditors as of December 31, 1974, indicated that $16.9 
million of the asset was not recoverable. If the write-down 
indicated by that recoverability test had been taken during 
the quarter ended June 30, 1975, the asset would have 
been $28.7 million instead of the $45.6 million actually 
reported and pretax losses for the second quarter wouid 
have been $46.3 million as opposed to the $29.4 million 
actually reported. 


b. GEICO failed to report a change in the formulas for 
calculating loss reserves which resulted in reserves $10 
million less than had the formulas used as of December 31, 
1974 been consistently applied during the quarter. Had the 
1974 methodology been consistently applied, pretax losses 
for the quarter would have been $39.4 million. 


c. GEICO failed to report that had the changes noted above 
with respect to loss reserves and deferred acquisition costs 
not been implemented, pretax losses for the six months 
ending June 30, 1975, would have been $56.3 million as 
opposed to reported pretax losses of $29.4 million. 


4. Third Quarter 1975 10-Q Filed November 12, 1975 


a. GEICO failed to report that during the third quarter of 
1975 application of the test of recoverability of the deferred 
acquisition cost asset which had been used by GEICO’s 
auditors as of December 31, 1974, indicated that at least 
$21.6 million of the asset was not recoverable. If such 
recoverability test had been applied during the quarter 
ending September 30, 1975, the asset would have been 
$24 million instead of the $40.6 million actually reported and 
after-tax losses for that period would have been $38 million 
compared to reported after-tax losses of $21.4 million. 


b. GEICO failed to report that a calculation pursuant to a 
specific revised formula for testing the recoverability of the 
reported deferred acquisition cost asset as agreed to by 
GEICO and its auditors required a write-down of $10 million. 
GEICO wrote down the deferred acquisition cost asset as of 
September 30, 1975 by $5 million pursuant to another 
formula. If GEICO had made the $10 million adjustment, its 
after-tax third quarter losses would have been $5 million 
greater than reported. 


c. GEICO failed to report that reserving formulas consistent 
with those used as of December 31, 1974 would have 
resulted in reserves $15 million greater than reported. if the 
December 31, 1974 formulas had been consistently applied, 
after-tax losses for the third quarter would have been $36.4 
million compared with reported after-tax losses of $21.4 
million. 


d. GEICO failed to report that had the changes noted above 
with respect to loss reserves and deferred acquisition costs 
not been implemented, after-tax losses for the nine months 
ending September 30, 1975 would have been $82.3 million 
as opposed to reported after-tax losses of $50.7 million. 


B. Norman L. Gidden 


1. In his capacity as chief executive officer and chairman of 
the board of directors of GEICO, Gidden failed to meet the 
disclosure requirements of the federal securities laws in that 
directly and indirectly he caused GEICO’s reports filed with 
the Commission on Form 10-Q for the first, second and third 
quarters of 1975 to fail in material respects to comply with 
Section 15(d) of the Exchange Act and Rule 15d-13 there- 
under, and Rule 12b-20, for the reasons enumerated 
above. 


2. On November 26, 1975, Gidden sold 15,045 shares of 
common stock of GEICO while in possession of material, 
non-public information concerning the deteriorating financial 
condition of GEICO, changes in the treatment of deferred 
acquisition expenses and provisions for loss reserves and 
the effect of such changes on earnings without disclosing 
such information to the purchaser of these shares in con- 
formity with the federal securities laws. 


C. Ralph C. Peck 


In his capacity as president and chief operating officer of 
GEICO from March 29, 1974 until April 10, 1976, Peck 
failed to meet the disclosure requirements of the federal . 
securities laws in that directly and indirectly he caused 
GEICO’s reports filed with the Commission on Form 10-Q 
for the first, second and third quarters of 1975 to fail in 
material respects to comply with Section 15(d) of the 
Exchange Act and Rule 15d-13 thereunder and Rule 12b- 
20, for the reasons enumerated above. 


Ul 
OTHER CIRCUMSTANCES 


GEICO, Peck and Gidden request that the Commission 
consider the following circumstances: 


A. Loss reserves are estimates of the eventual costs 
of claims incurred by not finally settled. They are 
based not only on historical experience but also on a 
judgment of the effect on such claim costs of future 
economic and social forces, as well as on GEICO's 
experience with the type of risk involved, knowledge 
of the circumstances surrounding individual claims 
and experience with respect to the probable number 
and nature of claims arising from losses not yet 
reported. Consequently, they are inherently subject to 
a number of highly variable circumstances. In the past 
two years, escalating inflation of double-digit magni- 
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tude on the costs for hospital and medical care and 
auto crash parts has combined with “social” inflation 
of jury awards, changes in tort law and the wide- 
spread introduction of “no-fault” automobile insurance 
to make accurate assessment of loss reserve esti- 
mates particularly difficult; GEICO substantially under- 
estimated the impact of such factors on its loss 
reserves in 1975 prior to year-end adjustments. 
GEICO is continuously monitoring its actual losses as 
compared with past reserve estimates and makes 
revisions of the reserves as indicated. 


Since 1974 GEICO’s reserves for losses and loss 


expenses increased at unprecedented ratés, as illus- 
trated by the following table: 


Increase Over 


Previous 
Date Reserves Period 
1974—December 31 $262,981 ,553 
1975—March 31 267,291,049 1.6 
June 30 280,685,461 5.0 
September 30 300,851,065 72 
December 31 368,438,778 22.5 
1976—March 31 382,512,172 3.8 
June 30 400,372,000 4.7 


Of the $105 million increase during 1975, $33 million 
occurred by September 30, 1975 and was implemented by 
management prior to the time at which it had received 
indications from outside actuarial consultants that the re- 
serves might be deficient. 


The high rate of reserve increases referred to, cou- 
pled with estimating uncertainties in the last two years 
induced by double digit inflation, no-fault laws and the 
other factors mentioned, caused GEICO management 
during 1975 to review and study, and thereupon 
modify, its estimating procedures employed in arriving 
at its reserves. These modifications, intended to re- 
flect more accurately the level of such reserves, 
resulted in both increases and decreases in reserve 
components, as described above in Part |. Further 
analysis by GEICO and its consulting actuary indi- 
cated that such modifications had not achieved their 
purpose; accordingly, there were very substantial ad- 
ditional strengthenings of GEICO’s reserves in the last 
quarter of 1975. 


B. GEICO, on its own initiative, retained a well known 
and highly regarded actuarial firm, Milliman & Robert- 
son (“M&R"), as outside consulting actuaries in 1975 
to study the adequacy of GEICO’s reserves for losses 
and loss expenses and has since been guided by its 
recommendations as to the appropriate level of re- 
serves. In its reports, M&R has emphasized the 
degree of variability of its estimates, and indeed, of 
any loss reserve estimate. It has also advised GEICO 
of the additional degree of probable variation due to 
the effect of inflation and the cost of settling claims 
and a number of other uncertainties noted in its 
reports. Finally, M&R has observed that GEICO’s 
reserves were and are well within the range of M&R's 
estimates and within a range of adequacy which M&R 
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deemed reasonable and acceptable given the inher- 
ent variability of such estimates. 


C. GEICO has changed its top management person- 
nel. Norman L. Gidden has resigned as Chairman and 
Chief Executive Officer and a director of GEICO. 
Ralph C. Peck was not re-elected President and Chief 
Operating Officer of GEICO and has resigned as a 
director. Since May 5, 1976, John J. Byrne has served 
GEICO as Chariman of the Board, President and 
Chief Executive Officer. Edward S. Ring, GEICO 
Senior Vice President, is Acting Chief Operating Offi- 
cer. Mr. Byrne is a well-known insurance executive 
whose experience has been outside the Government 
Employees family of companies. Mr. Peck has been 
replaced on the GEICO Board of Directors by Alvin E. 
Kraus, who retired as President and Chief Operating 
Officer of Criterion Insurance Company in 1974. Mr. 
Kraus is a former Chairman of the National Associa- 
tion of Independent Insurers (‘NAII") Committee on 
Automobile Insurance Plans and served as NAIl rep- 
resentative on the National Industry Committee on 
Automobile Insurance Plans from 1955 to 1973. There 
is at present one vacancy on GEICO’s Board of 
Directors which GEICO will fill with a qualified individ- 
ual as promptly as possible. GEICO will submit the 
name of such individual to the Superintendent of 
Insurance of the District of Columbia prior to such 
designation. 


D. GEICO has initiated various policies, practices and 
procedures relative to the determination of appropri- 
ate reserves for losses and loss expenses and other 
financial components, including appropriate recogni- 
tion of the severe effects of inflation and no-fault 
factors. GEICO has continued its relationship with the 
actuarial firm of Milliman & Robertson, and has re- 
ceived reports of further reserve analyses on April 30 
and July 23, 1976. The next Milliman & Robertson 
report is anticipated to be available in October 1976 
for the quarter ending September 30, 1976. Manage- 
ment has incorporated the various Milliman & Robert- 
son recommendations into its reserving process on a 
continuing basis. 


E. GEICO has substantially strengthened its Actuarial 
Department. GEICO’s current Vice President and Ac- 
tuary, Martin Adler, a Fellow of the Casualty Actuarial 
Society, was hired by GEICO in August 1974 in 
connection with GEICO’s efforts to achieve appropri- 
ate rate increases and was promoted to his current 
position as Chief Actuary concerned with the analysis 
and determination of reserves as of December 1, 
1975. As of January 1, 1975, there were 23 individu- 
als in the actuarial department of whom six were 
involved in data analysis, three of whom worked full 
time on reserves. There are presently 41 employees 
in the actuarial department including 26 in the data 
analysis area of whom seven work full-time on loss 
reserve analysis. 


F. GEICO is a defendant in two civil class action suits 
filed in early 1976 which allege causes of action 
based upon the facts set forth in this Order. Messrs. 
Gidden and Peck are individual defendants in one of 








these suits. Both suits have been consolidated for 
pre-trial proceedings in the United States District 
Court for the District of Columbia. 


G. GEICO has undertaken to accept the resignations 
of Peck and Gidden from any employment relation- 
ship with GEICO. Peck and Gidden have also under- 
taken to refrain from accepting employment as an 
officer and director with any publicly held company for 
a period of three years from the date of this Order 
without first seeking and receiving from the staff of the 
Commission advice that no objection will be inter- 
posed. 


IV 
ORDER OF THE COMMISSION AND UNDERTAKINGS 
OF GEICO, RALPH C. PECK AND NORMAN L. GIDDEN 


In view of the foregoing, the Commission deems it appropri- 
ate in the public interest to accept the Offers of Settlement, 
Consents and Undertakings of GEICO, Ralph C. Peck and 
Norman L. Gidden and accordingly it is hereby ordered that 
GEICO: 


1. File a copy of this Order Instituting Proceedings 
and Order of the Commission with the Commission on 
Form 8-K and mail it to shareholders upon request. 


2. Comply promptly and fully in all material respects 
with the Securities Exchange Act of 1934, including 
the reporting, dissemination of information and anti- 
fraud requirements thereof. 


The Commission further deems it appropriate to accept the 
undertakings of GEICO, Ralph C. Peck and Norman L. 
Gidden for the purposes of disposing of the issues raised in 
these proceedings. 


A. GEICO represents and undertakes to: 


1. Accept the resignations of Peck and Gidden from 
any employment relationships with GEICO. 


2. Continue to maintain the policies, practices and 
procedures which GEICO has adopted as described 
in Section D of Part Ill of the Order, review such 
policies, practices and procedures on a continuing 
basis and make only such modifications therein or 
additions thereto as may be deemed necessary or 
desirable to maintain and improve the integrity of 
GEICO's financial reporting process. 


3. Select a qualified individual as promptly as possible 
to fill the current vacancy on the board of directors 
and submit the name of such individual to the Super- 
intendent of Insurance of the District of Columbia prior 
to such designation. 


B. RALPH C. PECK AND NORMAN L. GIDDEN represent 
and undertake to: 


1. Comply promptly and fully in all material respects 
with the Securities Exchange Act of 1934, including 
the reporting, dissemination of information and anti- 
fraud requirements thereof. 


2. Terminate promptly any employment relationship 
with GEICO. 


3. Voluntarily refrain from accepting employment as 
an officer or director with any publicly held company 
for a period of three years from the date of this Order 
without first seeking and receiving from the staff of the 
Commission advice that no objection will be inter- 
posed. 


C. NORMAN L. GIDDEN represents and undertakes to: 


Within 100 days of the entry of this Order establish an 
interest-bearing escrow or trust account at a financial 
institution in the Washington, D. C. metropolitan area, 
and deposit therein the sum of $35,000 (‘the fund”) to 
be held upon the following terms, and for the following 
purposes, pending the outcome of any civil action 
against Gidden based upon his sale of GEICO stock 
in November 1975. 


1. If and when a court enters an order pursuant to a 
judgement or settlement of such a civil action with 
respect to Gidden’s liability as to the sale by him of 
GEICO stock in November 1975, the fund (including 
any interest earned thereon) shall be applied toward 
satisfaction of any such liability arising out of that 
order not covered by applicable insurance; 


2. Any amounts not disbursed pursuant to such order 
shall revert to GEICO; 


3. In the event a disbursement is to be made from the 
fund, Gidden is to be given 10 days prior notice; and 


4. Any fees or other compensation of the agent or 
trustee of the fund are to be paid out of the fund. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Section 15(c)(4) of the Exchange Act provides in part that 
if the Commission finds, after notice and opportunity for 
hearing, that any person subject to the provisions of Section 
12, 13 or subsection (d) of Section 15 of the Exchange Act 
or any rule or regulation thereunder has failed to comply 
with any such provision, rule or regulation in any material 
respect, the Commission may publish its findings and issue 
an order requiring such person to comply with such provi- 
sion or such rule or regulation thereunder upon such terms 
and conditions and within such time as the Commission 
may specify in such order. 


2 Section 21(a) of the Exchange Act provides in pertinent 
part that: “The Commission may, in its discretion, make 
such investigations as it deems necessary to determine 
whether any person has violated, is violating, or is about to 
violate any provision of this title, the rules or regulations 
thereunder, .. . and may require or permit any person to file 
with it a statement in writing, under oath or otherwise as the 
Commission shall determine, as to all the facts and circum- 
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stances concerning the matter to be investigated. The 
Commission is authorized, in its discretion, to publish infor- 
mation concerning any such violations, and to investigate 
any facts, conditions, practices, or matters which it may 
deem necessary or proper to aid in the enforcement of such 
provisions, in the prescribing of rules and regulations under 
this title, ...” 


3 Per case averages as to certain coverages were increased 
and others decreased with respect to the formula reserves. 
This caused the IBNR reserve to be below the level that it 
would have been had there been no change in the formulas 
for calculating the formula reserve. The net effect of these 
changes was a reserve $10 million less than had such 
changes not been implemented. 


4 GEICO makes annual reports to the various state insur- 
ance regulators on the basis of “statutory’’ accounting 
principles. As to loss reserves, “statutory” accounting does 
not allow credit for salvage and subrogation receivables 
whereas Generally Accepted Accounting Principles (GAAP) 
do. GEICO’s auditors found total reserves as of December 
31, 1974 adequate on a GAAP basis. 


5 Under this new method formula reserves were approxi- 
mately the same as would have resulted from the formulas 
for calculating these reserves used prior to June 30, 1975. 
Inherent in the modified formulas used at this time was the 
assumption that as reported cases increased, unreported 
IBNR cases would decrease. There was no data establish- 
ing that this was true. In addition, despite continuing inflation 
and claim cost increases, Peck ordered that average per 
case values of IBNR claims be lowered to the level of those 
average per case values of formula reserve cases. Until this 
time IBNR per case averages had always been greater than 
formula per case averages. There was no data to support 
this lowering of average per case values. 


6 This is not inconsistent with the fact that the net effect of 
this $15 million modification and certain periodic increases 
to loss reserves throughout 1975 including a six-month case 
reserve review was approximately $7.5 million as of Sep- 
tember 30, 1975. 


7 GEICO retained a consulting actuary in September 1975 
for the purpose of testing the adequacy of reserves. 


8 The $15 million difference between the $36.4 million and 
the $21.4 million includes the $10 million difference dis- 
cussed in part “A” above. 


9 As noted in the summary above, Peck has been employed 
by GEICO since 1955 and Gidden since 1946. Upon their 
resignations, each will be entitled to receive his vested 
pension benefits. In addition, each will receive severance 
payments under standard GEICO policy applicable to all 
employees, plus balances due on their respective employ- 
ment contracts with GEICO expiring in March 1977. The 
approximate amount of such payments and balances is 
$90,000 for Peck and $37,000 for Gidden. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12931/October 27, 1976 


[File No. S7-657—Comment Period Expires Dec. 1, 1976] 
Notice of Proposed Amendments 


The Securities and Exchange Commission today an- 
nounced proposed amendments of section 240.17a-3, sec- 
tion 240.17a-4 and section 240.17a-11 in order to establish 
suitable recordkeeping requirements for municipal securities 
brokers and municipal securities dealers. 


The proposed amendments will modify the Commission's 
existing recordkeeping requirements in those instances 
where the unique nature of the municipal securities industry 
indicates that such modifications are necessary. The Com- 
mission is also requesting comments and suggestions as to 
any additional segments of the recordkeeping structure 
which could be appropriately adjusted. 


The Securities Acts Amendments of 1975 modified the 
language of Section 3(a)(12) of the Securities Exchange Act 
of 1934 (the “Act’) [15 U.S.C. 78a et seq., as amended by 
Pub. L. No. 94-29 (June 4, 1975)] to remove municipal 
securities from the category of “exempted security” for 
purposes of Section 15 of the Act. In addition, the category 
of ‘municipal securities dealer’ was added in Section 
3(a)(30) of the Act to “bring the activities of banks with 
respect to municipal securities within the purview of the 
Exchange Act.”' Section 17 (a)(1) of the Act was amended 
to add registered municipal securities dealers to the list of 
entities for which the Commission may prescribe record- 
keeping requirements. The resultant statutory structure au- 
thorizes the Commission to prescribe recordkeeping and 
preservation requirements for municipal securities brokers 
and municipal securities dealers, including those bank deal- 
ers registered pursuant to Section 15B of the Act, thereby 
establishing the concurrent rulemaking authority of the 
Commission and the Board. Congress did not specify the 
manner in which the Commission’s and the Board’s concur- 


rent jurisdiction should be reconciled so as to provide the: 


most simplified and appropriate recordkeeping requirements 
for the distinct entities which comprise the municipal securi- 
ties industry: integrated securities firms conducting part of 
their business in municipal securities, brokers and dealers 
effecting transactions solely in municipal securities, and 
municipal securities dealer banks. 


In Securities Exchange Act Release No. 11854 (November 
20, 1975) (40 FR. 57786 (December 12, 1975)) (“Release 
No. 11854”), the Commission adopted a financial responsi- 
bility and reporting program pertaining to transactions in 
municipal securities, including temporary interpretations of 
sections 240.17a-3, 240.17a-4 and 240.17a-11, in order to 
provide a transitional period during which brokers and 
dealers effecting transactions solely in municipal securities 
could educate themselves concerning the requirements of 
those sections and make the modifications to their record- 
keeping systems dictated by the sections’ provisions. These 
interpretations are presently scheduled to expire on January 
1, 1977,3 at which time all registered brokers and dealers 
effecting transactions solely in municipal securities will be- 
come subject to the provisions of sections 240.17a-3, 
240.17a-4 and 240.17a-11.4 














Accordingly, the Commission has determined that it is 
appropriate to propose to adapt these sections in order to 
provide a suitable recordkeeping and preservation structure 
with respect to municipal securities brokers and municipal 
securities dealers and to ensure the equal regulation of all 
entities effecting transactions in municipal securities. 


Due to the generic structure of Rule 17a-3, substantial 
revisions do not appear to be necessary in order to render 
the standards set forth therein suitable for transactions in 
municipal securities. The modifications proposed herein are 
relatively minor and consist primarily of provisions intended 
to require that municipal securities dealers which are banks 
or separately identifiable departments or divisions of banks 
maintain records comparable to those required to be main- 
tained by brokers and dealers. The primary responsibility for 
ensuring the compliance of municipal securities bank deal- 
ers with these requirements is vested in the bank regulatory 
agencies, which have traditionally examined such entities 
for compliance with sound banking practices, and the 
amendments proposed herein are not intended to diminish 
that responsibility. 


Proposed Amendments to Section 240.17a-3 


Paragraphs (a)(1), (3), (5), (6), (7), (8), (9), (10), (11), and 
(b)(1) and (2) are proposed to be amended to include the 
term “municipal securities dealer.” 


Paragraph (a)(2) as proposed to be amended would exempt 
a municipal securities dealer which is a bank or separately 
identifiable department or division of a bank from the 
requirement to maintain a general ledger provided that 
appropriate comparable records are maintained in accord- 
ance with sound banking practices. 


Paragraph (a)(3) as proposed to be amended would require 
municipal securities brokers and municipal securities deal- 
ers to maintain ledgers itemizing all purchases, sales, 
receipts and deliveries of securities for each account. 


Questions have been raised regarding the format in which 
records must be maintained to constitute compliance with 
this provision of the rule. In the past, the Commission has 
not objected to the use of a “unit” accounting system by a 
dealer effecting transactions only on a payment vs. delivery 
basis, who does not hold customers funds or securities, and 
who carries no margin accounts. In effect, the dealer 
maintains an open file of units, confirmations, or other 
appropriate documents which constitute subsidiary accounts 
to a control account in the general ledger and are fully 
integrated with the accounting system. Subsequently, when 
the transaction is completed through delivery, the units are 
preserved pursuant to a sequential filing system whereby 
the units are readily available by customer, broker or dealer. 


Paragraph (a)(4)(iv) as proposed to be amended would 
exempt a municipal securities dealer which is a bank or a 
separately identifiable department or division of a bank from 
the requirement to make a record of moneys borrowed and 
loaned, provided that appropriate comparable records are 
maintained in accordance with sound banking practices. 


Paragraph (a)(4)(vi) as proposed to be amended would 
require that a record be made of all municipal securities 





which have been sent out for validation. 


Paragraph (a)(5) as proposed to be amended would require 
municipal securities brokers and municipal securities deal- 
ers to maintain a stock record. In order to provide maximum 
flexibility, the generic form and content of the record has not 
been prescribed, and in many instances supplementary 
records may be used in addition io the basic record. A 
separate record would not need to be maintained for each 
maturity within an issue of a municipal security, provided 
that the record which is maintained for each issue contains 
notations which are adequate to indicate the positions and 
locations of the specific maturities within such issue. Those 
brokers, dealers and municipal securities dealers effecting a 
certain limited type of business solely in municipal securities 
would not be required to maintain a stock record. 


Paragraph (a)(9) as proposed to be amended would exempt 
a municipal securities dealer which is a bank, or a sepa- 
rately identifiable department or division of a bank, from the 
requirement to maintain records with respect to margin 
accounts. 


Paragraph (a)(11) as proposed to be amended would ex- 
empt a municipal securities dealer which is a bank, or a 
separately identifiable department or division of a bank, 
from the requirement to maintain records with respect to trial 
balances, or the computations of aggregate indebtedness 
and net capital. 


Proposed Amendments to Section 240.17a-4 


Paragraphs (a) through (g) of section 240.17a-4 as pro- 
posed to be amended would require municipal securities 
dealers to preserve, for specified periods of time those 
records which are required to be made pursuant to section 
240.17a-3, as well as certain additional records. 


Proposed Amendments to Section 240.17a-11 


Paragraphs (c), (e) and (f) of section 240.17a-11 as pro- 
posed to be amended would apply the Commission's early 
warning and surveillance system with respect to violations 
of section 240.17a-3 to municipal securities dealers. The 
federal bank regulatory agencies are vested with primary 
inspection and enforcement authority over municipal securi- 
ties dealer banks, and accordingly only the bank regulators 
will receive the notices and reports of violations by a 
municipal securities dealer bank. 


Statutory Basis 


Proposed amended section 240.17a-3, section 240.17a-4 
and section 240.17a-11 would be adopted pursuant to 
Section 17(a)(1) of the Securities Exchange Act of 1934, as 
amended by the Securities Acts Amendments of 1975 [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 (June 
4, 1975)]. 


Request for Comments 
The Commission is proposing to amend sections 240.17a-3, 
240.17a-4 and 240.17a-11 in order to provide an appropri- 


ate recordkeeping and preservation structure for municipal 
securities brokers and municipal securities dealers. 
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In order to give adequate consideration to the question of 
what manner of rule format would establish the most 
simplified recordkeeping and preservation structure for the 
distinct entities comprising the municipal securities industry, 
the Commission is requesting comments with respect to the 
following: 


1) Whether section 240.17a-3 and section 240.17a-4 
as proposed to be amended constitute an appropriate 
recordkeeping system for: 


a) registered brokers and dealers effecting 
transactions solely in municipal securities; 


b) integrated firms; 


Cc) municipal securities dealers which are banks 
or separately identifiable departments or divi- 
sions of banks. 


2) Whether, with respect to the proposed amendment 
to section 240.17a-3(a)(5), it is suitable to provide an 
exemption from the requirement to maintain a stock 
record for: 


a) all transactions effected on a delivery versus 
payment basis; 


b) all bond transactions effected on a delivery 
versus payment basis; or 


c) all municipal securities transactions effected 
on a delivery versus payment basis. 


3) Whether, with respect to the ledger accounts 
required by section 240.17a-3(a)(3), it is desirable to 
permit the use of a “unit” system of record mainte- 
nance. 


4) The appropriate manner in which to reconcile 
sections 240.17a-3 and 240.17a-4 as proposed to be 
amended and Rules G-8, G-9 and G-10 as filed by the 
Board, so as to establish the most effective system of 
recordkeeping and preservation requirements for mu- 
nicipal securities brokers and municipal securities 
dealers. 


Interested persons should submit written comments in tripli- 
cate on or before December 1, 1976. All such communica- 
tions should be directed to George A. Fitzsimmons, Secre- 
tary, Securities and Exchange Commission, 500 North Cap- 
itol Street, Washington, D.C. 20549. Comments shouid refer 
to File No. S7-657 and will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


October 27, 1976 





1 Securities Acts Amendments of 1975, Report of the Sen- 
ate Committee on Banking, Housing and Urban Affairs to 
Accompany S. 249, (cited hereinafter as the “Senate Re- 
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port’) S. Rep. No. 94-75, 94th Cong., 1st Sess. (1975) at 
93. 


3 Securities Exchange Act Release No. 12932 (October /@ 


1976). 


4 The Municipal Securities Rulemaking Board has filed with 
the Commission proposed rules G-8, G-9 and G-10 to 
establish recordkeeping and preservation requirements for 
municipal securities brokers and municipal securities deal- 
ers [Rule 19b-4 Filing No. SR-MSRB-76-4; Securities Ex- 
change Act Release No. 12362 (April 23, 1976); 41 Fed. 
Reg. 18175 (April 30, 1976). 





Text of Proposed Amended Section 240.17a-3 


§ 240.17a-3 Records to be made by certain exchange 
members, registered brokers, dealers, and muncipal securi- 
ties dealers. 


(a) Every member of a national securities exchange who 
transacts a business in securities directly with others than 
members of a national securities exchange; every broker or 
dealer who transacts a business in securities through the 
medium of any such member; every broker or dealer 
registered pursuant to section 15 of the Securities Ex- 
change Act of 1934, as amended, (48 Stat. 895, 49 Stat. 
1377, 52 Stat. 1075, 89 Stat. 121; 15 U.S.C. 780); and 
every municipal securities dealer registered pursuant to 
section 15B of the Securities Exchange Act of 1934 (89 
Stat. 131; 15 U.S.C. 780-4) shall make and keep current the 
following books and records relating to his business as 
such: 


(1) Blotters (or other records of original entry) contain- 
ing an itemized daily record of all purchases and sales 
of securities, all receipts and deliveries of securities 
(including certificate numbers), all receipts and dis- 
bursements of cash and all other debits and credits. 
Such records shall show the account for which each 
such transaction was effected, the name and amount 
of securities, the unit and aggregate purchase or sale 
price (if any), the trade date, and the name or other 
designation of the person from whom purchased or 
received or to whom sold or delivered. 


(2) Ledgers (or other records) reflecting all assets and 
liabilities, income and expense and capital accounts. 
A municipal securities dealer which is a bank or a 
separately identifiable department or division of a 
bank shall not be required to make such records if it 
maintains, in accordance with sound banking prac- 
tices, appropriate comparable records. 


(3) Ledger accounts (or other records) itemizing sepa- 
rately as to each cash and margin account of every 
customer and of such member, broker, dealer or 
municipal securities dealer and partners thereof, all 
purchases, sales, receipts and deliveries of securities 
and commodities for such account and all other debits 
and credits to such account. A municipal securities 
dealer which is a bank or a separately identifiable 
department or division of a bank shall not be required 
to make such records if it maintains, in accordance 





——_ 
































with sound banking practices, appropriate comparable 
records. 


(4) Ledgers (or other records) reflecting the following: 
(i) Securities in transfer; 
(ii) Dividends and interest received; 
(iii) Securities borrowed and securities loaned; 


(iv) Moneys borrowed and moneys loaned (to- 
gether with a record of the collateral therefor 
and any substitutions in such collateral) except 
that a municipal securities dealer which is a 
bank or a separately identifiable department or 
division of a bank shall not be required to make 
such a record if it maintains, in accordance with 
sound banking practices, appropriate compara- 
ble records. 


(v) Securities failed to receive and failed to 
deliver. 


(vi) All long and all short stock record differ- 
ences arising from the examination, count, veri- 
fication, and comparison pursuant to 
§§ 240.17a-3 and 240.17a-5 of this chapter (by 
date of examination, count, verification and 
comparison showing for each security the num- 
ber of long and short count differences); and 


(vii) With respect to municipal securities, a record 
showing all such securities which have been sent 
out for validation. 


(5) A securities record or ledger reflecting separately 
for each security as of the clearance dates all “long” 
or “short” positions (including, except in the case of a 
municipal securities dealer which is a bank or a 
separately identifiable department or division of a 
bank, securities in possession or control) carried by 
such member, broker, dealer or municipal securities 
dealer for his account or for the account of his 
customers or partners and showing the location of all 
securities long and the offsetting position to all securi- 
ties short, including long security count differences 
and short count differences classified by the date of 
the physical count and verification in which they were 
discovered, and in all cases the name or designation 
of the account in which each position is carried. A 
broker, dealer or municipal securities dealer who 
effects transactions solely in municipal securities and 
who effects transactions only on a payment versus 
delivery basis, which transactions are cleared by 
another broker, dealer, municipal securities dealer, 
registered clearing agency or bank, and who does not 
hold funds or securities for, or owe money to, cus- 
tomers and does not otherwise carry accounts of, or 
for, customers, shall not be required to maintain the 
record prescribed by this paragraph. 


(6) A memorandum of each brokerage order, and of 
any other instruction, given or received for the pur- 
chase or sale of securities, whether executed or 


unexecuted. Such memorandum shall show the terms 
and conditions of the order or instructions and of any 
modification or cancellation thereof, the account for 
which entered, the time of entry, the price at which 
executed and, to the extent feasible, the time of 
execution or cancellation. Orders entered pursuant to 
the exercise of discretionary power by such member, 
broker, dealer or municipal securities dealer, or any 
employee thereof, shall be so designated. The term 
“instruction” shall be deemed to include instructions 
between partners and employees of a member, bro- 
ker, dealer, or municipal securities dealer. The term 
“time of entry” shall be deemed to mean the time 
when such member, broker, dealer or municipal secu- 
rities dealer transmits the order or instruction for 
execution or, if it is not so transmitted, the time when 
it is received. 


(7) A memorandum of each purchase and sale for the 
account of such member, broker, dealer or municipal 
securities dealer, showing the price and, to the extent 
feasible, the time of execution; and, in addition, where 
such purchase or sale is with a customer other than a 
broker, dealer, or municipal securities dealer, a mem- 
orandum of each order received, showing the time of 
receipt, the terms and conditions of the order, and the 
account in which it was entered. 


(8) Copies of confirmations of all purchases and sales 
of securities and copies of notices of all other debits 
and credits for securities, cash and other items for the 
account of customers and partners of such member, 
broker, dealer or municipal securities dealer. 


(9) A record in respect of each cash and margin 
account with such member, broker, dealer or munici- 
pal securities dealer containing the name and address 
of the beneficial owner of such account and, in the 
case of a margin account, the signature of such 
owner: Provided, that, in the case of a joint account or 
an account of a corporation, such records are re- 
quired only in respect of the person or persons 
authorized to transact business for such account, and 
in the case of a municipal securities dealer which is a 
bank or a separately identifiable department or divi- 
sion of a bank such records need not be maintained 
with respect to margin accounts. 


(10) A record of all puts, calls, spreads, straddles and 
other options in which such member, broker, dealer or 
municipal securities dealer has any direct or indirect 
interest or which such member, broker, dealer, or 
municipal securities dealer has granted or guaran- 
teed, containing, at least, an identification of the 
security and the number of units involved. 


(11) A record of the proof of money balances of all 
ledger accounts in the form of trial balances, and a 
record of the computation of aggregate indebtedness 
and net capital, as of the trial balance date, pursuant 
to § 240.15c3-1; Provided however, (i) that such 
computation need not be made by any member, 
broker or dealer unconditionally exempt from 
§ 240.15c3-1 by paragraph (b)(1) or (b)(3), thereof; (ii) 
that any member of an exchange whose members are 


SEC DOCKET/801 











exempt from § 240.15c3-1 by paragraph (b)(2) thereof 
shall make a record of the computation of aggregate 
indebtedness and net capital as of the trial balance 
date in accordance with the capital rules of at least 
one of the exchanges therein listed of which he is a 
member. Such trial balances and computations shall 
be prepared currently at least once a month; (iii) A 
municipal securities dealer which is a bank or a 
separately identifiable department or division of a 
bank shall be required to maintain only a record of the 
proof of money balances of all ledger accounts in the 
form of trial balances or appropriate comparable rec- 
ords in accordance with sound banking practices. 


fo) sas 


(b)(1) This section shall not be deemed to require a 
member of a national securities exchange, a broker or 
dealer who transacts a business in securities through 
the medium of any such member, a broker or dealer 
registered pursuant to section 15 of the Act, or a 
municipal securities dealer registered pursuant to sec- 
tion 15B of the Act to make or keep such records of 
transactions cleared for such member, broker, dealer 
or municipal securities dealer as are customarily 
made and kept by a Clearing broker or dealer pur- 
suant to the requirements of §§ 240.17a-3 and 
240.17a-4: Provided That the clearing broker or 
dealer has and maintains net capital of not less than 
$25,000 and is otherwise in compliance with 
§ 240.15c3-1 or the capital rules of the exchange of 
which such clearing broker or dealer is a member if 
the members of such exchange are exempt from 
§ 240.15c3-1 by paragraph (b)(2) thereof. 


(2) This section shall not be deemed to require a 
member of a national securities exchange, a broker, 
or dealer who transacts a business in securities 
through the medium of any such member, a broker or 
dealer registered pursuant to section 15 of the Act, or 
a municipal securities dealer registered pursuant to 
section 15B of the Act to make or keep such records 
of transactions cleared for such member, broker, 
dealer or municipal securities dealer by a bank as are 
customarily made and kept by a clearing broker or 
dealer pursuant to the requirements of §§ 240.17a-3 
and 240.17a-4: Provided That such member, broker, 
dealer or municipal securities dealer obtains from 
such bank an agreement in writing to the effect that 
the records made and kept by such bank are the 
property of the member, broker, dealer or municipal 
securities dealer: And provided further, that such 
bank files with the Commission a written undertaking 
in a form acceptable to the Commission and signed 
by a duly authorized person, that such books and 
records are available for examination by representa- 
tives of the Commission as specified in section 17(a) 
of the Act, and that it will furnish to the Commission, 
upon demand, at its principal office in Washington, D. 
C., or at any regional office of the Commission 
designated in such demand, true, correct, complete, 
and current copies of any or all of such records. Such 
undertaking shall include the following provisions: 
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The undersigned hereby undertakes to maintain 
and preserve on behalf of [BD or MSD] the 
books and records required to be maintained 
and preserved by [BD or MSD] pursuant to 
sections 240.17a-3 and 240.17a-4 under the 
Securities Exchange Act of 1934 and to permit 
examination of such books and records at any 
time or from time to time during business hours 
by examiners or other representatives of the 
Securities and Exchange Commission, and to 
furnish to said Commission at its principal office 
in Washington, D. C., or at any regional office of 
said Commission specified in a demand made 
by or on behalf of said Commission for copies of 
any or all, or any part, of such books and 
records. This undertaking shall be binding upon 
the undersigned, and the successors and as- 
signs of the undersigned. 


Nothing herein contained shall be deemed to 
relieve such member, broker, dealer or munici- 
pal securities dealer from the responsibility that 
such books and records be accurately main- 
tained and preserved as_ specified in 
§§ 240.17a-3 and 240.17a-4. 


Text of Proposed Amended Section 240.17a-4 


§ 240.17a-4 Records to be preserved by certain exchange 
members, registered brokers, dealers and municipal securi- 
ties dealers. 


(a) Every member, broker, dealer and municipal securities 
dealer subject to § 240.17a-3 shall preserve for a period of 
not less than 6 years, the first 2 years in an easily 
accessible place, all records required to be made pursuant 
to § 240.17a-3(a) (1), (2), (3), and (5). 


(b) Every such member, broker, dealer and municipal secu- 
rities dealer shall preserve for a period of not less than 3 
years, the first 2 years in an easily accessible place: 


(1) All records required to be made pursuant to 
§ 240.17a-3(a) (4), (6), (7), (8), (9) and (10). 


(2) All check books, bank statements, cancelled 
checks and cash reconciliations. 


(3) All bills receivable or payable (or copies thereof), 
paid or unpaid, relating to the business of such 
member, broker, dealer or municipal securities dealer, 
as such. 


(4) Originals of all communications received and cop- 
ies of all’-communications sent by such member, 
broker, dealer or municipal securities dealer (including 
inter-office memoranda and communications) relating 
to his business as such. 


(5) All trial balances, computations of aggregate in- 
debtedness and net capital (and working papers in 
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connection therewith), financial statements, branch 
office reconciliations, and internal audit working pa- 
pers, relating to the business of such member, broker, 
dealer or municipal securities dealer as such. 


(6) All guarantees of accounts and all powers of 
attorney and other evidence of the granting of any 
discretionary authority given in respect to any ac- 
count, and copies of resolutions empowering an agent 
to act on behalf of a corporation. 


(7) All written agreements (or copies thereof) entered 
into by such member, broker, dealer or municipal 
securities dealer relating to his business as such, 
including agreements with respect to any account. 
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(c) Every such member, broker, dealer and municipal 
securities dealer shall preserve for a period of not less than 
6 years after the closing of any customer's account any 
account cards or records which relate to the terms and 
conditions with respect to the opening and maintenance of 
such account. 


(d) Every such member, broker, dealer and municipal secu- 
rities dealer (except a municipal securities dealer which is a 
bank or a separately identifiable department or division of a 
bank) shall preserve during the life of the enterprise and of 
any successor enterprise all partnership articles or, in the 
case of a corporation, all articles of incorporation or charter, 
minute books and stock certificate books. 
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(f) The records required to be maintained and preserved 
pursuant to sections 240.17a-3 and 240.17a-4 may be 
immediately produced or reproduced on microfilm and be 
maintained and preserved for the required time in that form. 
If such microfilm substitution for hard copy if made by a 
member, broker, dealer or municipal securities dealer, he 
shall (1) at all times have available for Commission exami- 
nation of his records, pursuant to section 17(a) of the Act, 
facilities for immediate, easily readable projection of the 
microfilm and for producing easily readable facsimile en- 
largements, (2) arrange the records and index and file the 
films in such a manner as to permit the immediate location 
of any particular record, (3) be ready at all times to provide, 
and immediately provide, any facsimile enlargement which 
the Commission by its examiners or other representatives 
may request, and (4) store separately from the original one 
other copy of the microfilm for the time required. 


(g) If a person who has been subject to § 240.17a-3 ceases 
to transact a business in securities directly with others than 
members of a national securities exchange, or ceases to 
transact a business in securities through the medium of a 
member of a national securities exchange, or ceases to be 
registered pursuant to section 15 of the Securities Ex- 
change Act of 1934 as amended (48 Stat. 895, 49 Stat. 
1377, 52 Stat. 1075, 89 Stat. 121; 15 U.S.C. 780) or section 
15B of the Securities Exchange Act (89 Stat. 131, 15 U.S.C. 
780-4), such person shall, for the remainder of the periods 
of time specified in this section, continue to preserve the 
records which he theretofore preserved pursuant to this 


section. 
Text of Proposed Amended Section 240.17a-11 


§ 240.17a-11 Supplemental current financial and opera- 
tional reports to be made by certain exchange members, 
brokers, dealers and municipal securities dealers. 
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(c) At any time when a broker, dealer or municipal securities 
dealer subject to § 240.17a-3 fails to make and keep current 
the books and records specified therein, he shall immediately 
give telegraphic notice of such fact, specifying the books and 
records which have not been made or which are not current, 
and within 48 hours of the telegraphic notice file a report 
stating what steps have been and are being taken to correct 
the situation. 
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(e) Whenever any national securities exchange or national 
securities association learns that a member, broker, dealer 
or municipal securities deaier has failed to file a notice or file 
a report as required by paragraph (a), (b), (c) or (d) of this 
section, such organization shall immediately report such 
failure as provided in paragraph (f) of this section. 


(f) Every notice and report required to be given or filed by 
this section shall be given to or filed with the principal office 
of the Commission in Washington, D. C., with the regional 
office of the Commission for the region in which the broker, 
dealer or municipal securities dealer has its principal place 
of business, with the designated examining authority of 
which such broker, dealer or municipal securities dealer is a 
member, with the Commodity Futures Trading Commission 
if such broker or dealer is registered with that Commission; 
except that the notice and reports required by this rule need 
only be filed with the appropriate bank regulatory agency in 
the case of a municipal securities dealer which is a bank or 
a separately identifiable department or division of a bank. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12932/October 27, 1976 


Brokers and Dealers Effecting Transactions in Municipal 
Securities 


The Securities and Exchange Commission today an- 
nounced the extension until January 1, 1977 of certain 
aspects of its financial responsibility and reporting program 
pertaining to transactions in municipal securities. The af- 
fected components of the program consist of the Commis- 
sion’s interpretations with respect to the application of 
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sections 240.17a-3, 240.17a-4 and 240.17a-11 to brokers 
and dealers effecting transactions solely in municipal securi- 
ties. 


Recordkeeping and Preservation Requirements 


Section 17(a)(1)' of the Securities Exchange Act of 1934 
(the “Act’) requires registered brokers and dealers, inter 
alia, to make and keep such records for such periods of 
time as the Commission by rule prescribes as necessary or 
appropriate in the public interest or for the protection of 
investors. Among the rules adopted pursuant to this rule- 
making authority are sections 240.17a-3, 240.17a-4 and 
240.17a-11. Section 240.17a-3 -essentially requires brokers 
and dealers registered pursuant to Section 15 of the Act to 
make and keep current specified books and records relating 
to their business. Section 240.17a-4 requires the preserva- 
tion for prescribed lengths of time of the books and records 
maintained pursuant to section 240.17a-3, as well as other 
documents enumerated in section 240.17a-4(b), (c) and (qd). 
Paragraph (c) of section 240.17a-11 requires a broker or 
dealer to give immediate, telegraphic notice of a section 
240.17a-3 violation to the Commission and the firm’s desig- 
nated examining authority, and to take corrective measures 
within forty-eight hours after the transmittal of such notice. 


In Securities Exchange Act Release No. 11854 (Nov. 20, 
1975) [40 FR 57786 (Dec. 12, 1975)] (‘Release No. 
11854”), the Commission adopted a financial responsibility 
and reporting program pertaining to transactions in munici- 
pal securities, including interpretations of sections 240.17a- 
3, 240.17a-4 and 240.17a-11(c). In Release No. 11854, the 
Commission concluded that it was necessary and appropri- 
ate to provide a transitional period during which brokers and 
dealers effecting transactions solely in municipal securities 
could familiarize themselves with section 240.17a-3 and 
make those adjustments to their recordkeeping systems 
dictated by the rule’s provisions.2 The Commission accord- 
ingly interpreted section 240.17a-3 to require brokers and 
dealers effecting transactions solely in municipal securities 
to make and keep current books and records sufficient to 
demonstrate their financial condition, to reflect the receipt 
and delivery of all funds and securities, and to reflect all 
customer activity. A companion interpretation of section 
240.17a-4 provided that brokers and dealers effecting trans- 
actions solely in municipal securities would be required to 
preserve in an easily accessible place those books and 
records maintained pursuant to section 240.17a-3 as inter- 
preted and such other business records required to be 
preserved by section 240.17a-4. In addition, the Commis- 
sion interpreted section 240.17a-11(c) to apply only to 
violations of section 240.17a-3 as interpreted.4 The Com- 
mission stated its intention to consult and coordinate with 
the Municipal Securities Rulemaking Board (the “Board”’) 
concerning appropriate books and records requirements for 
brokers and dealers effecting transactions solely in munici- 
pal securities and invited public comment concerning nu- 
merous questions pertaining to appropriate financial respon- 
sibility and reporting requirements for these brokers and 
dealers.5 


The interpretations to sections 240.17a-3, 240.17a-4 and 
240.17a-11(c) discussed above originally were scheduled to 
expire on January 15, 1976. However, prior to that date, 
certain interested members of the public and the Board 
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requested that these interpretations be extended. The Com- 
mission responded by extending the interpretations until 
March 31, 1976.6 On February 3, 1976, the Board made 
available to interested members of the public an exposure 
draft of Board Rules G-8, G-9 and G-10 which proposed to 
establish recordkeeping and preservation requirements for 
municipal securities brokers and municipal securities deal- 
ers. The Board considered public comments and the Com- 
mission staff's preliminary comments on the exposure draft 
at its regularly scheduled meeting on March 25-26, 1976. As 
the Board’s revised schedule would not allow completion of 
the public procedures required by Section 19(b) prior to the 
expiration of the interpretations of sections 240.17a-3, 
240.17a-4 and 240.17a-11(c), the Commission again de- 
ferred the expiration date of these interpretations until June 
1, 1976.’ 


Thereafter, the Board formally filed its proposed record- 
keeping and preservation. requirements which, pursuant to 
Section 19(b) of the Act, were published for public comment 
on April 30, 1976.8 In filing the proposed rules, the Board 
consented to an extension of the statutory deadline for 
Commission action thereon imposed by Section 19(b) of the 
Act from thirty-five days after their publication to ninety days 
after their filing (July 7, 1976), five weeks after the sched- 
uled expiration of the Commission's interpretations of its 
recordkeeping and preservation rules. The Commission 
accordingly continued the interpretations until October 1, 
1976.9 


Subsequently, the Board consented to extend the statutory 
deadline for Commission action thereon until July 29, 1976. 
On that date, the Commission transmitted to the Board a 
letter suggesting that the Board employ a more generic and 
flexible drafting pattern in its proposed rules. The Commis- 
sion noted that such an approach would be less likely to 
require significant adjustments and a continuing interpretive 
effort in order to avoid imposing an undue burden upon 
brokers and dealers engaged in diverse types of business. 
The Commission aiso suggested that the Board consider 
utilization of the existing sections 240.17a-3 and 240.17a-4, 
with any appropriate amendments. The Commission ob- 
served that such a policy would provide maximally uniform 
recordkeeping and preservation requirements and would 
produce regulatory standards generally applicable on an 
equal and comparable basis to bank and non-bank munici- 
pal securities brokers and municipal securities dealers. That 
same day, the Board extended until September 15, 1976 
the deadline for Commission action with respect to pro- 
posed Board Rules G-8, G-9 and G-10. On September 14, 
1976, the Board, observing that further discussion concern- 
ing its proposed rules and the Commission’s position 
thereon might be necessary, consented to another deferral 
of the statutory deadline until October 27, 1976 and noted 
that ‘‘a further extension may prove necessary.” 


In these circumstances, the Commission has concluded that 
it is appropriate in the public interest and for the protection 
of investors to maintain the aforementioned interpretations 
of sections 240.17a-3, 240.17a-4 and 240.17a-11(c) pend- 
ing the resolution of the questions presented by the Board’s 
proposed recordkeeping and preservation requirements. 
Accordingly, the Commission hereby extends these inter- 
pretations until January 1, 1977. 
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Effective Date 

The effective date of this extension is October 1, 1976, the 
date upon which the last prior extension of the aforemen- 
tioned interpretations expired. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Securities Acts Amendments of 1975, Pub. L. No. 94-29, 
§ 14, 89 Stat. 137 (June 4, 1975), formerly ch. 404, § 17, 48 
Stat. 897 (1934). 


2 Securities Exchange Act Release No. 11854, at 22-23 
(Nov. 20, 1975), 40 FR 57786, 57794 (Dec. 12, 1975) 
(hereinafter cited as Release No. 11854]. 

3/d. at 23, 40 FR at 57794. 

4 Id. at 24-25, 40 FR at 57794. 

S/d. at 23, 26-27, 40 FR at 57794. 


6 Securities Exchange Act Release No. 12021 (Jan. 15, 
1976), 41 FR 3469 (Jan 23, 1976). 


7 Securities Exchange Act Release No. 12288 (March 31, 
1976), 41 FR 15842 (April 15, 1976). 


8 Securities Exchange Act Release No. 12362 (April 23, 
1976), 41 FR 18175 (April 30, 1976). 


9 Securities Exchange Act Release No. 12496 (May 28, 
1976), 41 FR 23668 (June 11, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12933/October 27, 1976 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
Suite 507 

1150 Connecticut Avenue, N. W. 

Washington, D. C. 20036 


(SR-MSRB-76-4) 


NOTICE OF PROCEEDING PURSUANT TO SECTION 
19(b)(2)(B) OF THE ACT WITH RESPECT TO PROPOSED 
RULE CHANGE BY THE MUNICIPAL SECURITIES RULE- 
MAKING BOARD 


On April 8, 1976, the Municipal Securities Rulemaking 
Board (the “Board’) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 1934, 15 


U.S.C. 78s(b)(1) (the “Act”) as amended by Pub. L. No. 94- 
29, § 16 (June 4, 1975), and section 240.19b-4 thereunder, 
proposed rules G-8, G-9 and G-10 to establish recordkeep- 
ing and preservation requirements for municipal securities 
brokers and municipal securities dealers. 


On April 23, 1976, the Commission published the terms of 
substance of proposed rules G-8, G-9 and G-10 for com- 
ment pursuant to Section 19(b)(1) of the Act.’ Notice of that 
action was published in the Federal Register on April 30, 
1976 and the period for public comment expired June 15, 
1976.2 


The Commission has reviewed proposed rules G-8, G-9 and 
G-10 in accordance with the standards provided by the Act, 
and has considered the comments received with respect to 
those proposed rules? as well as the comments which were 
received by the Board in response to its exposure draft. 


On July 29, 1976 the Commission transmitted a letter to the 
Board expressing its view that the statutory intent is “that 
the recordkeeping and preservation standards which are 
ultimately established constitute the simplest, most uniform 
and least burdensome pattern of regulation which is consist- 
ent with the public interest and the protection of investors.” 
The Commission suggested that the Board attempt a more 
generic and flexible drafting pattern and requested that it 
consider Rules 17a-3 and 17a-4, with appropriate amend- 
ments.4 


The Commission reiterated this position at a meeting with 
the Board on August 4, 1976. 


On September 14, 1976 the Board transmitted a letter to the 
Commission in which it stated that the Commission’s sug- 
gestions would not be an appropriate exercise of the 
Board's statutory authority and repeated its belief in the 
necessity and appropriateness of its proposed recordkeep- 
ing rules. 


Because of the fundamental importance of uniform and 
adequate recordkeeping and preservation systems to the ~ 
overall regulatory structure, the Commission believes that it 

is necessary to consider, in a proceeding under Section 
19(b)(2)(B) of the Act, certain issues with respect to whether 
the proposed rules are consistent with the requirements of 
the Act and the rules and regulations thereunder applicable 
to the Board and therefore is instituting these proceedings. 


The Commission notes that its emphasis on the desirability 
of a uniform recordkeeping system is not intended to 
establish a precedent for the resolution of issues with 
respect to other rules which the Board has proposed or may 
propose in the future. While the concept of uniformity is of 
paramount interest with respect to recordkeeping require- 
ments, it may not constitute a necessary characteristic for 
rules which the Board may propose in other areas. 


The Securities Acts Amendments of 1975 vested jurisdiction 
simultaneously in the Commission® and the Board® with 
respect to recordkeeping and preservation requirements for 
municipal securities brokers and municipal securities deal- 
ers but included no specific guidance as to the manner in 
which the respective grants of rulemaking authority are to 
be reconciled. The ultimate goal must be the development 
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of the least burdensome regulatory structure which would 
be appropriate for municipal securities brokers and munici- 
pal securities dealers. After a careful review of the Board's 
proposed recordkeeping rules and its letter of September 
14, 1976, the Commission has determined that it is appro- 
priate to institute proceedings with respect to the proposed 
rules in order to afford the Board and the Commission an 
opportunity to consider all aspects of the complex issues 
involved in the establishment of appropriate recordkeeping 
rules consistent with the statutory standards set forth in the 
Securities Exchange Act of 1934 as amended. 


Summary of the Proposed Rules 


Proposed Rule G-8 sets forth detailed recordkeeping re- 
quirements for municipal securities brokers and municipal 
securities dealers, including records of original entry; ac- 
count records; securities records; secondary records; rec- 
ords relating to put options and repurchase agreements; 
records for agency transactions, syndicate transactions and 
transactions as principal; financial and operational records, 
if applicable; copies of confirmations and notices to cus- 
tomers; records of customer account information and written 
complaints of customers. A non-clearing municipal securi- 
ties broker or municipal securities dealer would not be 
required to maintain records to the extent such records are 
maintained by the clearing entity. An introducing municipal 
securities broker or municipal securities dealer would not be 
required to maintain those records which are customarily 
maintained by the clearing entity. 


Proposed Rule G-9 specifies the periods of time for which 
the records required by proposed Rule G-8 must be pre- 
served and also requires the preservation of certain addi- 
tional records to the extent such records are made by 
persons subject to the rule. The proposed rule permits the 
preservation of the records on microfilm, electronic or mag- 
netic tape or other similar medium of record retention. 


Proposed Rule G-10 requires each municipal securities 
broker and municipal securities dealer to designate a mu- 
nicipal securities principal or general securities principal as 
responsible for the maintenance and preservation of the 
records required by proposed Rules G-8 and G-9. In the 
case of a firm other than a bank municipal securities dealer, 
one of the persons so designated must be a financial and 
operations principal. 


Statutory Standards 


Section 19(b)(2) of the Act provides, in part, that “[t]he 
Commission shall approve a proposed rule change of a self- 
regulatory organization if it finds that such proposed rule 
change is consistent with the requirements of this title and 
the rules and regulations thereunder applicable to such 
organization.” 


Section 15B(b)(2) of the Act, 15 U.S.C. 780-4(b)(2) as 
amended by Pub. L. No. 94-29, § 13 (June 4, 1975), 
establishes minimum standards for the Board’s rules. Sec- 
tion 15B(b)(2)(G) of the Act provides that the Board’s rules 
shall prescribe the records to be made by municipal securi- 
ties brokers and municipal securities dealers and the pe- 
riods for which such records shall be preserved. Section 
15B(b)(2)(C) states that the Board’s rulés must not be 
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designed to permit unfair discrimination between municipal 
securities brokers or municipal securities dealers or to 
impose any burden on competition not necessary or appro- 
priate in furtherance of the purposes of the Act. 


Issues Currently Under Consideration 


(1) By establishing a separate, comprehensive and detailed 
recordkeeping structure in addition to an existing and appli- 
cable recordkeeping structure, proposed Rule G-8 raises 
the issue of whether the Board’s manner of exercise of its 
concurrent authority with respect to recordkeeping and 
preservation requirements imposes a burden on competition 
which is not necessary or appropriate in furtherance of the 
purposes of the Act as required by Section 19(b)(2) and 
Section 15B(b)(2)(C) and other applicable statutory stand- 
ards. 


(2) By establishing a recordkeeping structure with respect to 
a particular category of securities transactions in addition to 
an existing and generally applicable recordkeeping structure 
for one category of firms the proposed rules raise the issue 
of the possibility of duplicate or unequal regulation of firms 
engaged in municipal securities transactions which may 
permit unfair discrimination between municipal securities 
brokers and municipal securities dealers in contravention of 
the standards set forth in Section 15B(b)(2)(C) of the Act. 


(3) Additional matters for consideration during these pro- 
ceedings include: 


The desirability of the Board adopting generic record- 
keeping rules in language comparable to that of 
existing recordkeeping rules; and 


The appropriateness of applying a single uniform 
recordkeeping standard to: registered brokers and 
dealers conducting a general securities business as 
well as effecting transactions in municipal securities; 
registered brokers and dealers effecting transactions 
solely in municipal securities; and registered munici- 
pal securities dealers which are banks or separately 
identifiable departments or divisions of banks. 


Procedure 


Interested persons are invited to submit written data, views 
and arguments regarding SR-MSRB-76-4 not later than 
November 15, 1976. The Commission will also consider, 
pursuant to Rule 19b-4, any request for an opportunity to 
make an oral presentation.’ If opportunities to make oral 
presentations are requested, the Commission anticipates 
that hearings will be scheduled, if possible, during the first 
two weeks of November. 


Under the provisions of Section 19(b)(2)(B), proceedings 
shall be concluded within 180 days of the date of publication 
of notice of the filing of the proposed rule change; however, 
the Commission may extend this time period for up to 60 
days for good cause. As notice of the filing of proposed 
Rules G-8, G-9 and G-10 appeared in the Federal Register 
on April 30, 1976 the proceedings would be required to 
conclude on October 27, 1976. The Commission has deter- 
mined that such a deadline would not provide a sufficient 
time period within which to consider the issues which have 























been raised. Accordingly, the Commission hereby extends 
the time period for the conclusion of these proceedings to 
December 24, 1976. 


SR-MSRB-76-4 and copies of all submissions will be availa- 
ble for inspection at the Commission’s Public Reference 
Room, 1100 L Street, N. W. Washington, D. C. Copies of 
the Board’s submissions are also available at the principal 
office of the Board. Persons desiring to file written submis- 
sions should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capito! Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-MSRB-76-4. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Securities Exchange Act Release No. 12362 (April 23, 
1976). 


241 FR 18175 (1976). The Board subsequently consented 
to several extensions of time, and the current deadline for 
Commission action is October 27, 1976. 


3 The Commission received eighteen comment letters con- 
cerning proposed rules G-8, G-9 and G-10, a number of 
which questioned the appropriateness of two standards for 
recordkeeping. In addition, many of the comment letters 
suggested revisions to one or more of the proposed rules. 
The Board received a substantial number of comment 
letters raising various issues with respect to its exposure 
draft of recordkeeping requirements, and addressed some 
of these issues in its filing of the proposed rules. 


4 A draft of proposed Amendments to Rules 17a-3, 17a-4 
and 17a-11 was enclosed with the letter. 


5 Securities Exchange Act of 1934, § 17(a)(1) as amended. 


§ § 15B(b)(2) (G) as added to the Securities Exchange Act 
of 1934. 


7 “Section 19(b)(1) would require the SEC to give notice and 
provide an opportunity for interested persons to participate 
in the process of reviewing a proposed change in a self- 
regulatory organization’s rules. In addition, this section 
would require that all comments and all correspondence 
between the SEC and the self-regulatory agency concerning 
the proposal be available for public inspection. Section 
19(b)(2) would give the SEC sufficient flexibility to fashion a 
proceeding appropriate to the particular self-regulatory pro- 
posal being considered. In many, perhaps most, situations, 
notice and opportunity for written comment would be suffi- 
cient and there would undoubtedly be few, if any, com- 
ments. In cases in which fundamental policy issues are 
involved, however, oral hearings or publicly announced 
conferences might be most appropriate.” Securities Acts 
Amendments of 1975, Report of the Senate Committee on 
Banking, Housing and Urban Affairs to Accompany S. 249, 
S. Rep. No. 75, 94th Cong., 1st Sess. 30 (1975). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12934/October 28, 1976 


The Securities and Exchange Commission has issued a 
notice giving interested persons until November 22, 1976 to 
request a hearing on an application by MSL Industries, Inc. 
(the “Applicant’), a wholly-owned subsidiary of Alleghany 
Corporation, pursuant to Section 12(h) of the Securities 
Exchange Act of 1934, for an order exempting the Applicant 
from the reporting requirements of Sections 13 and 15(d) of 
that Act, specifically from the obligation to file an annual 
report on Form 10-K for the year ended December 31, 
1975. Since September 25, 1975, all of the Applicant's 
common stock has been owned by Alleghany Corporation. 
The only publicly held class of Applicant's securities remain- 
ing is its 6'/2% Sinking Fund Debentures, which are held by 
202 persons. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12935/October 28, 1976 


Program for Allocation of Regulatory Responsibilities 


The Securities and Exchange Commission today an- 
nounced the adoption of Rule 17d-2 [17 CFR 240.17d-2] 
(hereinafter “section 240.17d-2”), effective December 15, 
1976, under Section 17(d)(1) of the Securities Exchange Act 
of 1934 (the “Exchange Act’) [15 U.S.C. 78a et seq., as 
amended by Pub. L. No. 94-29 (June 4, 1975)]. This section 
was proposed in Securities Exchange Act Release No. 
12352 (April 20, 1976) and was published in 41 FR 18808 
(May 7, 1976). It is adopted, with certain modifications, as . 
proposed. 


Section 240.17d-2 calls upon self-regulatory organizations 
to propose to the Commission plans for allocating among 
themselves specified regulatory responsibilities with respect 
to members or participants which they have in common. 
Initial plans may be filed with the Commission within ninety 
(90) days of the effective date of the rule, i.e., on or before 
March 15, 1977, or at such later time as the Commission 
may determine at the conclusion of the hearings. See 
announcement of hearings in this issue at. 


Background 


Under Section 19(g)(1) of the Exchange Act each self- 
regulatory organization must, among other things, enforce 
the provisions of the Exchange Act, the rules and regula- 
tions thereunder, as well as its own rules as to each of its 
members or participants and as to persons associated with 
its members.1 Absent Commission action relieving a self- 
regulatory organization of specified responsibilities pursuant 
to Sections 19(g)(2)? or 17(d)(1) of the Exchange Act, where 
any person is a member or participant of more than one 
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self-regulatory organization, more than one such organiza- 
tion would be required, by virtue of Section 19(g)(1) of the 
Exchange Act, io enforce compliance as to that member or 
participant. 


Reflecting the increased concern of Congress, the Commis- 
sion, the self-regulatory community, and the securities in- 
dustry as well as the investing public, with duplication of 
regulatory effort and gaps or overlaps in regulation, Section 
17(d)(1)(A) of the Exchange Act, specifically grants authority 
to the Commission to coordinate the execution of regulatory 
responsibilities by self-regulatory organizations having 
members or participants in common. 


With respect to persons which are members or participants 
of more than one self-regulatory organization, Section 
17(d)(1)(A) authorizes the Commission, by rule or order, in 
a manner consistent with the public interest and the protec- 
tion of investors to relieve any self-regulatory organization of 
the responsibility to receive regulatory reports, to examine 
for and enforce compliance with the provisions of the 
Exchange Act, its rules and regulations, and the rules of the 
self-regulatory organization. It also grants the Commission 
authority to relieve such self-regulatory organizations of 
responsibility to carry out other specified regulatory func- 
tions. 


In granting such relief, Section 17(d)(1) of the Exchange Act 
directs the Commission to consider the regulatory capabili- 
ties and procedures of the self-regulatory organization, 
availability of staff, convenience of location, unnecessary 
regulatory duplication, and any other factors the Commis- 
sion determines to be germane to the protection of inves- 
tors, cooperation and coordination among self-regulatory 
organizations, and the development of a national market 
system and a national system for the clearance and settle- 
ment of securities transactions. 


Adoption of Section 240.17d-2 


After consideration of the public comments, the Commission 
hereby adopts, with certain technical modifications,? Section 
240.17d-2 under the Exchange Act. 


Section 240.17d-2 establishes the procedural foundation for 
a comprehensive allocation of regulatory responsibility and 
promotes the cooperation of self-regulators in assessing 
their regulatory capabilities. 


The section provides that any two or more self-regulatory 
organizations may join in making a proposal to the Commis- 
sion for allocation of specified regulatory functions as to 
members or participants which they have in common. The 
section specifically contemplates that, as to those members 
or participants, self-regulators may propose allocation of the 
responsibility to receive regulatory reports, to examine for 
compliance and to enforce compliance with specified provi- 
sions of the Exchange Act, the rules and regulations there- 
under and their own rules as well as other specified 
regulatory functions. Paragraph (a) of Section 240.17d-2 
indicates that a proposal! for allocation should be made in 
the form of a plan. 


A substantial majority of commentators supported the adop- 
tion of the section as proposed. Commentators who did not 
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support the proposal appeared to be primarily concerned 
with the possible adverse impact of its implementation on 
presently existing programs or organizations. In addition, 
some comments questioned the appropriateness of allocat- 
ing regulatory responsibilities with respect to municipal 
securities brokers and municipal securities dealers.4 


These concerns are relevant primarily in assessing particu- 
lar allocations which may be proposed under the section 
rather than the validity of the proposal as a method for 
stimulating analysis of the current patterns of regulation and 
promoting efforts to make regulation more efficient and 
effective. Therefore, the Commission has determined that it 
will assess these issues in connection with specific plans for 
allocation which may be submitted under this section and 
areas appropriate for allocation in light of the factors set 
forth in Section 17(d)(1) of the Exchange Act and the 
Commission's broad authority to coordinate the develop- 
ment of the national market system and national system for 
clearance and settlement of securities transactions pursuant 
to Sections 11A and 17(d) of the Exchange Act. 


initial plans for allocation may be filed by self-regulatory 
organizations on or before March 15, 1977, or at such later 
date as the Commission may determine at the conclusion of 
the hearings. The Commission will evaluate all plans as it 
deems appropriate and coordinate allocations of regulatory 
functions. 


Any plan should contain all information material to Commis- 
sion evaluation of the plan, including the names of self- 
regulatory organizations which are parties to the pian, the 
names of members or participants which they have in 
common, the name of the self-regulatory organization rec- 
ommended to assume responsibility, a complete statement 
of the regulatory responsibilities which such self-regulator 
will assume, and a brief explanation of the basis for the 
proposed allocation. Paragraph (e) makes clear that more 
than one such plan may be filed by a self-regulatory 
organization in conjunction with other self-regulators. Pur- 
suant to paragraph (b), the plans may provide for allocation 
of expenses. 


Under paragraph (c) of this section, subsequent to the initial 
filing of plans within the ninety (90) day period, self- 
regulators may propose to the Commission changes in their 
plans as amendments appear necessary or appropriate. 
This encourages a continuing reassessment of the effect 
and the needs of the industry by self-regulatory organiza- 
tions both with respect to individual members or participants 
and particular regulatory functions. By providing a mecha- 
nism for varying allocations of responsibility, Section 
240.17d-2 permits the regulatory pattern to adapt promptly 
to the requirements of the evolving national market system 
and national system for clearance and settlement of securi- 
ties transactions. 


In the event that plans, or parts thereof, declared effective 
by the Commission do not provide for all members or 
participants or do not allocate all regulatory functions, under 
paragraph (g) the Commission may allocate, in light of the 
factors set forth in Section 17(d)(1) of the Exchange Act, 
such responsibilities to appropriate self-regulatory organiza- 
tions after providing notice to the affected parties and 
permitting an opportunity for comment. 

















Under paragraph (d) of this section, when the Commission 
has declared a plan effective, any self-regulatory organiza- 
tion which is a party to the plan shall be relieved of 
responsibility as to any person or regulatory function for 
whom such responsibility is allocated under the plan to 
another self-regulatory organization to the extent of such 
allocation. 


Paragraph (c) of this section provides that the Commission 
may declare any plan or any part of a plan effective if the 
Commission finds that it is necessary or appropriate in the 
public interest and for the protection of investors, to foster 
cooperation and coordination among self-regulatory organi- 
zations, or to remove impediments to and foster the devel- 
opment of the national market system and a national system 
for the clearance and settlement of securities transactions. 
The Commission will provide written notice of the effective- 
ness of any plan, or any part of a plan, to the parties to the 
plan. 


In proposing this section, the Commission specifically solic- 
ited comments on the necessity or desirability of requiring 
any self-regulator relieved or responsibility under the section 
to notify customers of its members or participants of the 
extent of its responsibilities. With one exception, commenta- 
tors expressed the view that, since an allocation will not 
adversely affect the public interest or investor protection, 
providing notice requires unnecessary expense. In addition, 
they noted that it would be difficult to provide meaningful 
notice to customers, particularly where regulatory functions 
as to a particular member or participant were allocated 
pursuant to multiple effective plans. 


Since the nature, extent, and complexity of plans which may 
be filed pursuant to this section is not ascertainable at this 
time, the Commission has determined to adopt paragraph 
(f) as proposed. Paragraph (f) provides that self-regulators 
relieved of responsibility pursuant to paragraphs (c) and (g) 
may, but are not required to, notify customers of, or persons 
doing business with, its members or participants of any 
limitations on its responsibilities under the Exchange Act. As 
such, this paragraph reiterates the provisions of Section 
17(d)(1) of the Exchange Act. 


Impact on Competition 


Following the mandate of Section 23(a) of the Exchange 
Act, as amended, the Commission has considered the 
impact of the adoption of Section 240.17d-2 and the alloca- 
tion program. The Commission finds that the adoption of 
section will provide a mechanism for alleviating unneces- 
sary regulatory duplication and, consequently, reducing un- 
necessary expenses of regulation. Therefore, the Commis- 
sion finds that any burden on competition which Section 
240.17d-2 imposes is necessary or appropriate in further- 
ance of the purposes of the Exchange Act and the imple- 
mentation of Section 17(d) of the Exchange Act. 


Effective Date 
Section 240.17d-2 is effective on December 15, 1976. 
Statutory Basis 


Section 240.17d-2 is hereby adopted pursuant to Sections 


2, 6, 11A, 15A, 17, 17A, 19 and 23 of the Securities and 
Exchange Act of 1934, and Sections 78b, f, q-1, 0-3, q, s, 
and w of Title 15 of the United States Code. 


Since the modifications made in Section 240.17d-2 as 
proposed are technical in nature, the Commission finds, in 
accordance with the Administrative Procedure Act, that 
notice and public procedure are not necessary as a prereqg- 
uisite to the adoption of this section. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


October 28, 1976 





1 As to its members which are municipal securities brokers 
or municipal securities dealers, a registered securities asso- 
ciation must also enforce compliance with the rules of the 
Municipal Securities Rulemaking Board. 


2 Section 19(g)(2) confers on the Commission broad author- 
ity to relieve any self-regulatory organization of any respon- 
sibility under the Exchange Act to enforce compliance. See 
proposed Rule 19g2-1, Securities Exchange Act Release 
No. 12483 (May 26, 1976), 41 FR 22959 (June 8, 1976). 


3 Rule 17d-2 as adopted [17 CFR 240.17d-2] modifies the 
proposal as follows: to include a reference to a national 
system for clearance and settlement of securities transac- 
tions in paragraph (c); to prescribe in paragraph (c) that 
plans would be declared effective by written notice; to clarify 
that the Commission under paragraph (g) may designate 
responsibility as to members or participants or regulatory 
functions not provided for by an effective plan, after notice 
and opportunity for comment; and to specify that self- 
regulators may notify customers of relief of responsibility 
resulting from Commission action under paragraph (g). In 
addition, some stylistic changes were made in paragraphs 
(d), (f), and (g). 


4 Sections 19(g)(1) and 15A(b)(2) of the Exchange Act as 
well as Sections 6(b)(1) and 17A(b)(3)(A) appear to author- 
ize the Commission to relieve any self-reguietory organiza- 
tion of any responsibility which would be otherwise imposed 
by the Exchange Act. 





PART 240—GENERAL RULES AND REGULATIONS, SE- 
CURITIES EXCHANGE ACT OF 1934 


Part 240 is amended as foliows: 

Commission action: Pursuant to Sections 2, 6, 11A, 15A, 
17, 17A, 19, and 23 of the Securities Exchange Act of 1934, 
the Securities and Exchange Commission adopts Rule 17c- 
2 [240.17d-2] in Chapter II of Title 17 of the Code of Federal 
Regulations to read as follows: 


§ 240.17d-2—Program for allocation of regulatory re- 
sponsibility. 


(a) Any two or more self-regulatory organizations may 
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file with the Commission within ninety (90) days of the 
effective date of this rule, and thereafter as changes 
in designation are necessary or appropriate, a plan for 
allocating among the self-regulatory organizations the 
responsibility to receive regulatory reports from per- 
sons who are members or participants of more than 
one of such self-regulatory organizations to examine 
such persons for compliance, or to enforce compli- 
ance by such persons, with specified provisions of the 
Securities Exchange Act of 1934, the rules and regu- 
lations thereunder, and the rules of such self-regula- 
tory organizations, or to carry out other specified 
regulatory functions with respect to such persons. 


(b) Any plan filed hereunder may contain provisions 
for the allocation among the parties of expenses 
reasonably incurred by the self-regulatory organiza- 
tion having regulatory responsibilities under the plan. 


(c) After appropriate notice and opportunity for com- 
ment, the Commission may, by written notice, declare 
such a plan, or any part of the plan, effective if it finds 
the plan, or any part thereof, necessary or appropriate 
in the public interest and for the protection of inves- 
tors, to foster cooperation and coordination among 
self-regulatory organizations, or to remove impedi- 
ments to and foster the development of the national 
market system and a national system for the clear- 
ance and settlement of securities transactions and in 
conformity with the factors set forth in Section 17(d) of 
the Securities Exchange Act of 1934. 


(d) Upon the effectiveness of such a plan or part 
thereof, any self-regulatory organization which is a 
party to the plan shall be relieved of responsibility as 
to any person for whom such responsibility is allo- 
cated under the plan to another self-regulatory organi- 
zation to the extent of such allocation. 


(e) Nothing herein shall preclude any self-regulatory 
organization from entering into more than one plan 
filed hereunder. 


(f) After the Commission has declared a plan or part 
thereof effective pursuant to paragraph (c) or acted 
pursuant to paragraph (g), a self-regulatory organiza- 
tion relieved of responsibility may notify customers of, 
and persons doing business with, such member or 
participant of the limited nature of its responsibility for 
such member's or participant’s acts, practices, and 
course of business. 


(g) In the event that plans declared effective pursuant 
to paragraph (c) do not provide for ail members or 
participants or do not allocate all regulatory responsi- 
bilities, the Commission may, after due consideration 
of the factors enumerated in Section 17(d)(1) and 
notice and opportunity for comment, designate one or 
more of the self-regulatory organizations responsible 
for specified regulatory responsibilities with respect to 
such members or participants. 


* * * * 


[End Text of Rule] 
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SECURITIES AND EXCHANGE COMMISSION 
[Release 34-12935] 


PROGRAM FOR ALLOCATION OF REGULATORY RE- 
SPONSIBILITIES PURSUANT TO SECTION 240.17d-2 


Notice of Hearings 


The Securities and Exchange Commission today an- 
nounced that it will conduct public hearings with respect to 
the implementation of Rule 17d-2 [17 CFR 240.17d-2] 
(hereinafter Section 240.17d-2) which adopts a program for 
allocation of regulatory responsibilities in order to reduce 
regulatory duplication. See announcement of adoption in 
this issue at 


On October 28, 1976 in Securities Exchange Act Release 
No. 34-12935, the Commission adopted Section 240.17d-2, 
effective December 15, 1976, which calls upon self-regula- 
tory organizations to propose to the Commission a plan or 
series of plans for allocating regulatory responsibilities with 
respect to members or participants which they have in 
common. Initial plans may be filed within ninety (90) days of 
the effective date of the section, i.e., on or before March 15, 
1977, or at such later time as the Commission may deter- 
mine at the conclusion of the hearings. 


In order to propose plans for allocation, self-regulatory 
organizations should thoroughly analyze the interaction 
among self-regulators in the operation of the regulatory 
system, identify specific areas of duplication, evaluate which 
of these are appropriate for allocation, and formulate plans 
which will alleviate duplication in those areas. In addition, 
where allocation may be considered inappropriate, self- 
regulators should consider other methods of coordinating 
regulation of members or participants which they have in 
common. 


In order to facilitate the efforts of the self-regulatory commu- 
nity to propose plans that can be integrated into a compre- 
hensive, effective and efficient system of regulation, the 
Commission has determined to provide a forum for the 
presentation of factual data which self-regulators will require 
in order to assess their regulatory capabilities and proce- 
dures, including availability of staff, convenience of location, 
and unnecessary duplication, in relation to those of other 
self-regulators. This testimony will provide additional bases 
for Commission consideration of any plans which may be 
submitted pursuant to Section 240.17d-2. 


To this end, testimony should focus on identification of 
specific areas of duplication in regulation and assessment of 
which of these areas would be appropriate for allocation 
among self-regulators. Where allocation appears to be 
inappropriate, testimony should be directed toward proce- 
dures which may be applied to coordinate the regulation of 
members or participants. 


In addition, the Commission has determined to solicit testi- 
mony with respect to the viability of the concept of designat- 
ing a single self-regulator for a broker or dealer in light of 
the analysis of the present system of self-regulation and the 
potential impact of the allocation program. 


Procedures Relating to Public Hearings 








The public hearings are scheduled to commence at 10:00 
a.m. on November 30, 1976 at the Securities and Exchange 
Commission, 500 North Capitol Street, N. W., Washington, 
D. C. 20549. Any persons who wish to make an oral 
presentation of their views are requested to write or call 
Daniel J. Piliero Il at (202) 755-1390 before November 20, 
1976. All witnesses are required to submit twenty-five (25) 
copies of their prepared statements not later than four (4) 
business days in advance of the date of their scheduled 
appearance. 


Persons making oral statements should limit their prepared 
presentations to twenty-five minutes, unless a longer period 
of time is approved, and should be prepared to respond to 
specific inquiries from the Commission and its staff. In 
advance of or during the hearings, any person may submit 
written questions to be directed to a particular witness or 
group of witnesses, but the presiding hearing officer will 
determine in his sole discretion whether and to what extent 
to direct those questions to any witness. 


A list of witnesses, setting forth the time scheduled for their 
appearances, will be published in the SEC News Digest. 


This public fact-finding, hearing has been ordered by the 
Commission pursuant to Section 22 of the Securities Ex- 
change Act of 1934 and Rule 6(c) of the Commission's 
Rules of Practice. 


The text of Section 240.17d-2 adopted by the Commission 
in Securities Exchange Act Release No. 34-12935 (October 
28, 1976) is printed in this issue at 

By the Commission. 


George A. Fitzsimmons 
Secretary 


October 28, 1976 








PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19722/October 21, 1976 


In the Matter of 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 71156 


(70-5893) 


ORDER RELEASING JURISDICTION OVER TERMS OF 
SALE OF BONDS ISSUED TO FINANCE POLLUTION 


CONTROL PROJECT 


By order dated October 6, 1976 (HCAR No. 19706), South- 
western Electric Power Company (“SWEPCO’”), an electric 
utility subsidiary company of Central and South West Cor- 
poration, a registered holding company, was authorized to 
issue and sell first mortgage bonds to a municipality (“City”) 
in connection with the financing of certain pollution control 
facilities (“project”). The SWEPCO bonds are to be issued 
in two series (Series A and B) which will correspond to two 
series of revenue bonds issued by the City to finance the 
project. Jurisdiction was reserved with respect to the issue 
and sale of the SWEPCO bonds insofar as the terms of 
those bonds are affected by the issue and sale of the ~ 
revenue bonds by the City. 


SWEPCO has filed a post-effective amendment to its appli- 
cation-declaration filed in this proceeding stating that the 
Series A and B bonds will be sold in the principal amounts 
of $7,100,000 and $1,000,000, respectively, and will both 
bear an interest rate of 6.20% per annum. The revenue 
bonds will be sold to the public at 100% of their principal 
amount (plus accrued interest): there will be an underwriting 
discount of 1.675%, resulting in net proceeds to the City of 
98.325% of the principal amount of the revenue bonds. The 
resulting effective cost of the revenue bonds (and of the 
SWEPCO bonds) will be 6.26% per annum. The Series A 
SWEPCO bonds are of serial maturity, with the last maturity 
on November 1, 2006. A sinking fund on the revenue bonds 
and the serial maturity on the SWEPCO Series A bonds will 
be sufficient to retire 25% of the aggregate principal amount 
of both series of the SWEPCO and revenue bonds. The 
series B SWEPCO and revenue bonds mature on Novem- 
ber 1, 2006 and are not subject to serial maturity or a 
sinking fund. Both series of revenue and SWEPCO bonds 
will be subject to mandatory redemption at par value under 
certain circumstances. 


The Arkansas Public Service Commission and the Corpora- 
tion Commission of the State of Oklahoma have authorized 
the proposed transactions and no other state commission 
and no federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers, that said 
application-declaration, as further amended by said post- 
effective amendment, be granted and permitted to become 
effective and that the jurisdiction heretofore reserved be 
released: 


IT iS ORDERED, pursuant to the application provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as further amended by said post-effective amendment, 
be, and it hereby is, granted and permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


IT |S FURTHER ORDERED that the jurisdiction heretofore 
reserved over sale of the SWEPCO bonds be, and it hereby 
is, released. 
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For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19723/October 21, 1976 


In the Matter of 


SOUTHERN COMPANY SERVICES, INC. 
Atlanta, Georgia 30346 


(37-59) 


ORDER APPROVING POST-EFFECTIVE AMENDMENT 
FOR INCREASE IN PRINCIPAL AMOUNT OF LONG 
TERM NOTES SUBSIDIARY SERVICE COMPANY SELLS 
TO HOLDING COMPANY 


Southern Company Services, Inc. (‘Services’), a wholly 
owned subsidiary service company of The Southern Com- 
pany (“Southern”), a registered holding company, has filed 
with this Commission a post-effective amendment to the 
application-declaration in this proceeding pursuant to Sec- 
tions 6(a), 7 and 13 of the Public Utility Holding Company 
Act of 1935 (‘Act’) as applicable to the following proposed 
transaction. 


By order dated July 23, 1963 (HCAR No. 14913), the 
Commission authorized Services to issue and sell to South- 
ern for cash, and Southern to acquire, during a five year 
period commencing July 23, 1963, up to $500,000 aggre- 
gate principal amount to be outstanding at any one time of 
long-term unsecured notes of Services to bear interest at a 
rate equal to the average effective interest cost of South- 
ern’s outstanding obligations for borrowed money on the 
date of issue. By orders dated September 10, 1971, May 
15, 1973, and June 26, 1975, (HCAR Nos. 17261, 17961, 
and 19063), the Commission authorized increases in the 
aggregate principal amount of such notes to be issued and 
sold by Services to Southern to the present limit of 
$18,275,000 and also extended the authorization with re- 
spect to the issue and sale of notes to June 30, 1978. 


Services presently has an aggregate capital stock equity of 
$725,000 and the principal amount of its long-term debt in 
the form of unsecured notes is $17,500,000. The entire 
amount of Services’ equity and debt is owned by Southern. 


Services performs professional and technical services at 
cost for associate companies in the Southern holding- 
company system. Expansion of said services in recent 


years has resulted in a substantial increase in the amount of_ 


necessary working capital. 
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In the current filing, Services states that due to the increase 
in its working capital requirements the balance of the current 
amount of notes authorized by the Commission to be issued 
will be issued during October. It is estimated that by 
December 31, 1976, such note requirements will increase to 
$19,000,000. Services estimates that by December 31, 
1979, it will require working capital of approximately 
$30,000,000. Underlying these working capital estimates is 
Services expectation that by the end of 1979 its personnel is 
expected to increase over the total for December 31, 1975 
as follows: general services, from 274 to 360; engineering, 
from 1,066 to 1,419; power pool, from 108 to 174; and data 
processing, from 400 to 612. In addition, Services estimates 
additional expenditures for computer and telecommunica- 
tions equipment and leasehold improvements through 1979 
of $25,228,000. 


The unsecured notes to be issued to Southern will mature 
December 31, 1999, and will be prepayable at any time 
without premium. Southern will acquire said notes at the 
principal amount thereof. The notes are to bear interest at a 
rate equal to the average effective interest cost of South- 
ern’s outstanding obligations for borrowed money on the 
date of issue, or, to the extent that the aggregate principal 
amount of Services’ outstanding notes to Southern exceed 
the aggregate principal amount of Southern’s outstanding 
obligations for borrowed money, such excess principal 
amount of notes shall bear interest at a rate equal to the 
weighted average rate of return on common equity most 
recently allowed the four operating subsidiaries by their 
respective public service commissions which have retail rate 
jurisdiction, but in any event at a rate not less than 125 
percent of the prime rate in effect on the date of issue 
thereof at such bank in Atlanta, Georgia, as shall have been 
designated by Services for that purpose. 


The aggregate capital of Services, including its outstanding 
notes and capital stock, will be maintained at all times at an 
amount equivalent approximately to the sum of two months’ 
operating expenses and the depreciated cost of Services’ 
fixed assets including prepayments and petty cash working 
funds, less any unpaid indebtedness for funds borrowed 
from non-Southern system sources for the acquisition of 
such fixed assets. 


No State or Federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. The 
fees and expenses to be incurred in connection with the 
proposal are estimated at $5,000, including legal fees of 
$2,500. 


Due notice of the filing of said post-effective amendment 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19695), and no 
hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said post 
effective amendment be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder that said post-effective amend- 











ment be and it hereby is permitted to become effective 
forthwith subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19724/October 21, 1976 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


NATIONAL FUEL GAS DISTRIBUTION CORPORATION 
NATIONAL GAS STORAGE CORPORATION 

10 Lafayette Square 

Buffalo, New York 14203 


NATIONAL FUEL GAS SUPPLY CORPORATION 
SENECA RESOURCES CORPORATION 

308 Seneca Street 

Oil City, Pennsylvania 16301 


(70-5915) 


NOTICE OF APPLICATION FOR EXCEPTION FROM 
COMPETITIVE BIDDING RELATING TO SALE OF DE- 
BENTURES BY HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that National Fuel Gas Com- 
pany (‘National’), a registered holding company, and its 
wholly owned subsidiary companies, National Fuel Gas 
Distribution Corporation, National Fuel Gas Supply Corpora- 
tion, Seneca Resources Corporation and National Gas 
Storage Corporation (‘Storage’) have filed an application- 
declaration with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘Act’) designating 
Sections 6(a), 7, 9(a), 10, 12(b), 12(f) and 17(c) of the Act 
and Rules 42, 43, 45, 50 and 70 promulgated thereunder as 
applicable to the proposed transaction. All interested per- 
sons are referred to the application-declaration, which is 
summarized below, for a complete statement of the pro- 
posed transaction. 


‘National proposes to issue and sell, through a negotiated 


private placement with institutional investors, up to 
$40,000,000 of debentures. The terms and conditions of the 
debentures will be determined throough negotiations with 
the purchasers of the debentures. Such terms and condi- 
tions will be filed by amendment to the application-declara- 
tion if the request for an exception from the competitive 
bidding requirements of Rule 50 is granted. It is anticipated 


that the debentures will mature in 20 years, will be noncalla- 
ble for refunding purposes at a lower effective interest rate 
for five years from the issuance thereof, and will have the 
benefit of a sinking fund. National anticipates that while the 
terms and conditions of the debentures will be negotiated as 
soon as possible after the Commission's approval of an 
exception from the competitive bidding requirements of Rule 
50, the actual sale of the debentures and receipt of the 
proceeds therefrom by National will be deferred until on or 
about March 31, 1977. National has retained the investment 
banking firm of Loeb, Rhoades & Co. to identify potential 
purchasers and to act as its financial advisor in this transac- 
tion. 


National states that its subsidiaries have an estimated 
combined construction budget for 1977 of $50,000,000. 
including $22,000,000 towards the construction of gas stor- 
age facilities by Storage. Such facilities will also provide 
storage facilities for several non-affiliated utilities. The proj- 
ect is expected to cost $80,000,000 over a four year period. 
In addition to its 1977 construction requirements, National 
will have maturing in 1977 approximately $7,000,000 of 
notes payable to The Chase Manhattan Bank, N.A. (HCAR 
No. 19522, May 11, 1976); $5,400,000 of 31/4% sinking fund 
debentures due 1977; and normal sinking fund require- 
ments aggregating $5,100,000. National proposes to meet 
its capital requirements with $27,500,000 of internally gen- 
erated funds, and be selling $40,000,000 of debentures. 


In support of its request for an exception National states that 
a sale of $40,000,000 of debentures would be the largest 
long-term debt financing in its history, approximately double 
recent issues which have ranged between $18,000,000 and 
$24,000,000. In 1961 National sold its largest issue of 
$27,000,000. National states that its use of a private offering 
is necessitated by the unusual size of its construction 
program which is largely a function of the development of 
the storage project. To sell a $40,000,000 issue means that 
past buyers would have to make commitments larger than 
before, or that new purchasers of National's debentures 
would have to be found. 


National further states that in view of the apparent surplus of 
funds available for investment, it is in the best interest of the 
company to enter into a commitment at this time to insure 
that these funds will be available at a reasonable interest 
rate. In its two prior debenture issues National has been 
able to obtain a maximum maturity of only nine years. 
These maturities have resulted in higher debt service re- 
quirements and have created an excessive burden on 
National's cash flow. National is of the opinion that it is 
presently possible to sell a 20 year security conforming to 
the average life of the facilities financed and assuring debt 
service requirements in closer conformity to the cash flow 
generated by these projects. 


The application of the proceeds from the proposed sale of 
the debentures will be detailed in the post-effective amend- 
ment filed in connection with the actual issuance and sale of 
the debentures. 


A statement of the fees and expenses to be incurred in 
connection with the proposed transaction will be filed by 
amendment. The Public Service Commission of New York 
and the Pennsylvania Public Utility Commission have juris- 
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diction over the issuance and sale of certain notes by 
National Fuel Gas Distribution Corporation. No Federal 
commission and no other State commission, other than this 
Commissicn, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 15, 1976, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by the filing which he desires to contro- 
vert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such 
request should be served personally or by mail upon the 
applicants-declarants at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as filed or as it 
may be amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
or orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19725/October 22, 1976 


In the Matter of 


PENNSYLVANIA POWER & LIGHT COMPANY 
Allentown, Pennsylvania 


(31-634) 
(70-5839) 


ORDER APPROVING ACQUISITION BY EXEMPT HOLD- 
ING COMPANY OF ALL OUTSTANDING SECURITIES OF 
NON-AFFILIATED ELECTRIC UTILITY COMPANY; CON- 
TINUED EXEMPTION PURSUANT TO SECTION 3(a)(2) 


Pennsylvania Power & Light Company (“PP&L”), an exempt 
holding company, has filed an application and amendments 
thereto with this Commission pursuant to Sections 3(a)(2), 
9(a)(2) and 10 of the Public Utility Holding Company Act of 
1935 (“Act”) and Ruie 12(a) promulgated thereunder as 
applicable to the proposed transaction. 
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PP&L is an electric utility company and a holding company 
exempted from the provisions of the Act, except Section 
9(a)(2) thereof, by an order (HCAR No. 13203, June 18, 
1956) issued pursuant to Section 3(a)(2) of the Act. PP&L 
proposes to acquire, pursuant to a purchase agreement 
(“Agreement”), from Herco Inc. (“Herco”) all of the out- 
standing shares of capital stock of Hershey Electric Com- 
pany (‘Hershey Electric’), consisting of 584 shares of 
common stock, par value $50 per share, for $4,000,000 
cash, subject to adjustment as provided in the Agreement. 
The Agreement also provides that PP&L will purchase from 
Herco, at the unpaid principai amount thereof, a note issued 
by Hershey Electric amounting at December 31, 1975 to 
$1,031,250, bearing interest on the unpaid balance thereof 
at the rate of 5'/4% per annum, payable in semi-annual 
principal installments of $41,250. PP&L will also arrange for 
the repayment, at the principal amount thereof, of all other 
debt of Hershey Electric owed to Herco as of the date of 
settlement. It is estimated that the total consideration which 
will be payable by PP&L to Herco in connection with the 
purchase of Hershey Electric will amount to approximately 
$8,000,000. The settlement date will be the thirtieth day (or 
next business day if such thirtieth day falls on a Saturday, 
Sunday or holiday) after the date when the last of all 
necessary regulatory approvals has been received by 
PP&L, unless a mutually agreeable earlier date is estab- 
lished by PP&L, Herco and Hershey Electric. 


PP&L furnishes electric service to over 917,000 customers 
in central eastern Pennsylvania and derives 99% of its 
operating revenues from the supply of such service. PP&L 
derives the balance of its revenues from supplying steam for 
heating and other purposes in the city of Harrisburg. As of 
December 31, 1975, the net plant in service of PP&L 
amounted to $1,594,165,000, its operating revenues for the 
calendar year 1975 amounted to $554,129,000 and its net 
income for the same period was $97,541,000. The total 
generating capacity of PP&L is 5,641,000 kilowatts and the 
maximum one hour demand on the system was 4,122,000 
kilowatts. 


PP&L also owns 50% of the voting securities of Safe Harbor 
Water Power Corporation (‘Safe Harbor’). The remaining 
50% of Safe Harbor’s voting securities are held by Baltimore 
Gas & Electric Co. (“BG&E”). In 1975 Safe Harbor had 
operating revenues of $4,242,000 and net income of 
$829,375. The net plant in service of Safe Harbor was 
$15,578,824 as of December 31, 1975. Under an operating 
agreement with BG&E, PP&L will purchase, through April 
22, 1980, one-third of the 230,000 kw output of Safe Harbor. 


Hershey Electric furnishes electric service in and around 
Hershey, Pennsylvania to approximately 5,500 customers. 
The net utility plant of Hershey Electric amounted to 
$6,870,000 as of December 31, 1975, operating revenues 
for the calendar year 1975 amounted to $8,690,000, and its 
net income was $358,000. Hershey Electric operates no 
generating facilities and currently purchases electricity for all 
its electric power requirements from Metropolitan Edison 
Company (‘Metropolitan Edison’). As of December 31, 
1975, the combined net utility plant of Safe Harbor and 
Hershey Electric amounted to 1.4% of that of PP&L. During 
the calendar year 1975 the combined operating revenues of 
Safe Harbor and Hershey Electric amounted to 2.3% of 
those of PP&L and the combined net income of Safe Harbor 
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and Hershey Electric was 1.2% of that of PP&L. 


The service areas of PP&L and Hershey Electric are contig- 
uous and a substation of PP&L is located two miles from 
Hershey. PP&L states that it plans to effect a physical 
interconnection with the electric facilities of Hershey Electric 
through its above mentioned substation. PP&L further 
states, however, that until the loads served by Hershey 
Electric increase to a point requiring the installation of 
additional facilities it plans to serve Hershey Electric with 
power supplied from the PP&L system through existing 
transmission facilities between Metropolitan Edison and 
Hershey Electric. Negotiations are currently being con- 
ducted between PP&L and Metropolitan Edison; any con- 
tractual arrangements arrived at are subject to the jurisdic- 
tion of the Federal Power Commission. PP&L intends even- 
tually to merge Hershey Electric into PP&L, and following 
such merger, to make PP&L’s rates applicable to Hershey 
Electric's customers. 


PP&L states that the voting securities of Hershey Electric, 
which is not itself a holding company, are controlled by the 
trustee of an inter vivos trust (“Hershey Trust’) established 
for charitable and educational purposes by an instrument 
executed prior to January 1, 1935. Hershey Trust owns all 
of the stock of Herco which in turn owns all the stock of 
Hershey Electric. The beneficial interests in Hershey Trust 
are not represented by transferable certificates. 


PP&L believes that the proposed transaction is in the public 
interest and in the interest of investors and consumers 
because the completion of the proposed transaction will 
tend toward the economical and efficient development of 
PP&L’s integrated electric system and that ultimately the 
rates which PP&L charges its customers will be made 
applicable to the customers of Hershey Electric. Such rates 
are presently lower in general than the rates charged by 
Hershey Electric to its customers and lower than the rates 
charged by Metropolitan Edison to its retail customers. 
PP&L also submits that the consideration to be paid by 
PP&L to Herco for the capital stock of Hershey Electric 
bears a fair relation to the sums invested in Hershey Electric 
and to the utility assets of Hershey Electric underlying the 
securities proposed to be acquired by PP&L; that the 
transaction will not tend towards interlocking relations or the 
concentration of control of public utility companies of a kind 
or to an extent detrimental to the public interest or the 
interest of investors or consumers, and that the acquisition 
by PP&L of the securities of Hershey Electric will not unduly 
complicate the capital structure of PP&L and will not be 
detrimental to the public interest or the interest of investors 
or consumers or the proper functioning of the PP&L system. 


No associate company or affiliate of PP&L or any affiliate of 
any such associate company has any material interest, 
direct or indirect, in the proposed transaction. 


Since PP&L, Safe Harbor and Hershey Electric is each 
organized under the laws of the Commonwealth of Pennsyl- 
vania; and since PP&L, Safe Harbor and Hershey Electric is 
each, and together will be, predominantly a public utility 
company whose operations as such do not extend beyond 
the Commonwealth of Pennsylvania, PP&L requests that 
the order of the Commission authorizing the proposed 
transaction supplement the order of June 18, 1956, by 


ordering that PP&L, Safe Harbor and Hershey Electric be 
exempted from the provisions of the Act applicable to PP&L 
as a holding company and to Safe Harbor and Hershey 
Electric as subsidiary companies thereof. 


The fees and expenses to be incurred in connection with 
this transaction are estimated at $35,000, including legal 
fees of $30,000. The proposed transaction has been ap- 
proved by the Pennsylvania Public Utility Commission. It is 
stated that no other State commission and no Federal 
commission, other than this Commission has jurisdiction 
over the proposed transaction. 


Due notice of the filing of said application has been given 
(HCAR No. 19493); one request for a hearing was received 
in connection with said application, but such request was 
subsequently withdrawn and no hearing has been ordered 
by the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that said application, as amended, be granted. It 
is further found that the Pennsylvania Power & Light Com- 
pany is predominantly a public utility company whose oper- 
ations as such do not extend beyond the state of Pennsyl- 
vania and states contiguous thereto. It is further found that 
granting of the exemption applied for will not be detrimental 
to the public interest or the interest of investors or con- 
sumers. 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, as 
amended, be, and it hereby is, granted effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


IT IS FURTHER ORDERED that Pennsylvania Power & 
Light Company and each of its subsidiaries as such be, and 
they hereby are, exempted from all provisions of the Act, but 
not Section 9(a)(2), which would otherwise apply because 
Safe Harbor Water Power Corporation and Hershey Electric 
Company, both of which are electric utility companies, are 
subsidiaries of Pennsylvania Power & Light Company. The 
exemption herein granted does not extend to Pennsylvania 
Power & Light Company as a holding company with respect 
to any other public utility company that may in the future 
become a subsidiary of Pennsylvania Power & Light Com- 
pany. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19726/October 22, 1976 
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In the Matter of 


NORTHEAST UTILITIES 
Hartford, Connecticut 


THE CONNECTICUT LIGHT AND POWER COMPANY 
THE HARTFORD ELECTRIC COMPANY 

WESTERN MASSACHUSETTS ELECTRIC COMPANY 
NORTHEAST NUCLEAR ENERGY COMPANY 


(70-5734) 


SECOND SUPPLEMENTAL ORDER REGARDING FI- 
NANCING OF NUCLEAR FUEL CORES AND RELATED 
TRANSACTIONS 


Northeast Utilities (“Northeast”), a registered holding com- 
pany; The Connecticut Light and Power Company, The 
Hartford Electric Light Company, and Western Massachu- 
setts Electric Company, public-utility subsidiary companies 
of Northeast; and Northeast Nuclear Energy Company 
(“NNEC”), a subsidiary company of Northeast formerly 
known as The Millstone Point Company, have filed with this 
Commission a post-effective amendment to the application- 
declaration in this proceeding pursuant to Sections 6(a) and 
7 of the Public Utility Holding Company Act of 1935 (‘‘Act”) 
regarding the following proposed transactions. 


By orders in this proceeding dated October 21, 1975, and 
January 16, 1976 (HCAR Nos. 19218 and 19346), the 
Commission authorized NNEC to engage in certain financ- 
ing of its nuclear fuel cores and related transactions, includ- 
ing the issuance and sale through March 31, 1977, of up to 
$22,500,000 of short-term notes outstanding at any one 
time to a group of four banks. 


NNEC now proposes to issue and sell up to an additional 
$7,000,000 of short-term notes outstanding at any time to 
The First National Bank of Boston, Massachusetts. In all 
other respects, the transactions remain unchanged. 


The Connecticut Public Utilities Control Authority has ap- 
proved the proposed transactions. No other State commis- 
sion and no Federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transactions. 


Due notice of the filing of said post-effective amendment to 
the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR 
No. 19691), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that said application-declaration, as amended by 
said post-effective amendment, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as now amended, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act, except that the time for filing the certification thereunder 
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with respect to the nuclear fuel financing is extended so as 
to allow filing on a quarterly basis. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved over the proposal to increase NNEC’s 
overall rate of return on total capitalization to in excess of 
10% per annum. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19727/October 22, 1976 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


CONSOLIDATED GAS SUPPLY CORPORATION 
CNG COAL COMPANY 

445 West Main Street 

Clarksburg, West Virginia 26301 


(70-5916) 


NOTICE OF PROPOSED TRANSFER OF COAL PROPER- 
TIES TO NEW SUBSIDIARY COAL COMPANY AND ISSU- 
ANCE AND SALE OF COMMON STOCK TO PARENT 
HOLDING COMPANY BY COAL COMPANY 


NOTICE IS HEREBY GIVEN that Consolidated Natural Gas 
Company (“Consolidated”), a registered holding company, 
and CNG Coal Company (‘‘Coalco”) and Consolidated Gas 
Supply Corporation (“Supply Corporation”), nonutility subsid- 
iaries of Consolidated, have filed an application-declaration 
and an amendment thereto with this Commission pursuant 
to the Public Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6(a), 7, 9(a), 10, and 12(f) of the Act 
and Rules 43 and 45 promulgated thereunder as applicable 
to the following proposed transactions. All interested parties 
are referred to said application-declaration, which is sum- 
marized below, for a complete statement of the proposed 
transactions. 


On October 4, 1976, Consolidated caused CNG Coal Com- 
pany (“‘Coalco”) to be incorporated in the State of Delaware. 
Pursuant to its Certificate of Incorporation, Coalco’s capitali- 
zation consists of 400,000 shares of common stock, $100 
par value, aggregating $40,000,000. At present, Coalco has 
no shares outstanding and no paid-in capital; however, 
upon consummation of the transactions herein proposed, 
Coalico will become a wholly-owned subsidiary of Consoli- 
dated and will engage in the business of owning and leasing 
coal properties as hereinafter described. 
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The application-declaration states that, in recent years, 
Consolidated’s subsidiary, Supply Corporation, has been 
acquiring titles to coal reserves located principally in Greene 
County, Pennsylvania. Supply Corporation’s probable re- 
coverable coal reserves are estimated at more than 500 
million tons. It is further stated that the Consolidated System 
has for some time been participating in various research 
projects, as well as one of its own, aimed at developing a 
coal gasification process which would be both economically 
and environmentally feasible. It was for the purpose of 
eventual coal gasification that Supply Corporation started in 
1971 the acquisition of the foregoing reserves. Included in 
the reserves is certain Pittsburgh seam coal which is 
presently being purchased in stages, extending into 1977, 
from Manor Real Estate Company, a Penn Central Trans- 
portation Company subsidiary, at an estimated cost of $19 
million. Under the purchase agreement, Supply Corporation 
has expended $9,941,000 up to June 30, 1976. 


Consolidated asserts that, under rulings of the Federal 
Power Commission, Supply Corporation will probably not be 
permitted to include in its rate base investment in coal 
reserves held for future gasification and, consequently, 
would not be able for an indeterminable time to earn a 
return thereon. In recognition, it appears appropriate to 
Consolidated for financial and organizational reasons that 
Supply Corporation transfer to Coalco, a non-utility affiliate, 
its principal coal reserves which are located in Greene 
County, Pennsylvania. Coalco’s schedule for the develop- 
ment of these reserves is uncertain at this time. 


Consolidated, Supply Corporation, and Coalco propose, in 
accordance with an agreement, that: 


1. Supply Corporation transfer and convey to Coalco, 
for shares of common stock of Coalco (139,650 
shares, aggregating $13,965,000 par value, at June 
30, 1976) at cost as of the end of the month preceding 
the date of closing, all coal titles owned by it in Green 
County, Pennsylvania, with reimbursement of ex- 
penses incurred by Supply Corporation incident to its 
acquisition to the date of closing. At June 30, 1976, 
the investment of Supply Corporation in said Pennsyl- 
vania coal titles (estimated to represent over 500 
million tons of recoverable coal) and related acquisi- 
tion costs aggregated $13,965,000. 


2. Supply Corporation transfer and convey to Coalco, 
at the date of closing, all of its right, title, and interest 
in and to its contract with Manor Real Estate Com- 
pany in order that Coalco thereafter may acquire 
directly from Manor, at an estimated cost of 
$9,000,000, those titles not yet vested in Supply 
Corporation; 


3. Supply Corporation transfer to Consolidated the 
shares of common stock of Coaico received by it from 
Coalco. Consolidated, in exchange for the Coalco 
common stock, will cancel a portion of Supply Corpo- 
ration’s long-term indebtedness to the book value of 
the transferred properties multiplied by the ratio of 
Supply Corporation’s long-term indebtedness to Con- 
solidated to the total net book value of Supply Corpo- 
ration properties ($7,500,000 at June 30, 1976), and 
Supply Corporation will declare and pay to Consoli- 


dated a dividend in kind of the common stock of 
Coalco, amounting to the difference between the 
basis of Coalco common stock to Supply Corporation 
and Consolidated’s cancellation of long-term indebt- 
edness ($6,465,000 at June 30, 1976). 


In addition to the foregoing proposals, Consolidated pro- 
poses to purchase for cash from Coalco, 80,000 shares of 
its common stock, $100 par value, aggregating $8,000,000, 
from time to time to May 31, 1977. Coalco would use the 
proceeds from the sale of such shares principally for the 
installment purchase of coal titles from Manor Real Estate 
Company in accordance with the agreements to be as- 
signed by Supply Corporation to Coalico, the purchase of 
coal titles from other parties, and the conduct of the coal 
reserve program. 


The application-declaration states that no State commission 
and no Federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. The ex- 
penses to be incurred in connection with the proposed 
transactions are estimated $7,250. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 16, 1976, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration which he 
desires to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon 
the applicants-declarants at the above-stated addresses, 
and proof of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. At any 
time after said date, the application-declaration, as 
amended or as it may be further amended, may be granted 
and permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from such 
rules as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19728/October 22, 1976 


In the Matter of 
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GEORGIA POWER COMPANY 
Atlanta, Georgia 


(70-5895) 


ORDER AUTHORIZING ISSUANCE OF POLLUTION CON- 
TROL BONDS SECURED BY COLLATERAL TRUST 
BONDS; EXCEPTION FROM COMPETITIVE BIDDING 
AND RESERVATION GF JURISDICTION 


Georgia Power Company (“Georgia”), a wholly-owned elec- 
tric utility subsidiary of The Southern Company, a registered 
holding company, has filed an application-declaration and 
amendments thereto with this Commission pursuant to 
Sections 6, 9, and 12 of the Public Utility Holding Company 
Act of 1935 (“Act”) and Rules 44(b)(3) and 50(a)(5) promul- 
gated thereunder as applicable to the proposed transac- 
tions. 


Georgia states that in order to comply with prescribed air 
and water quality control standards of the State of Georgia it 
has been and will be necessary to construct certain pollution 
control facilities. The filing relates to Georgia's proposal for 
its disposition and acquisition of an interest in, and the 
financing of, pollution control facilities for use in connection 
with its Branch, Hatch, Wansley and Yates steam plants 
located, respectively, in Putnam, Appling, Heard and Cow- 
eta Counties, Georgia. Such interest will be 100% for the 
Branch and Yates steam plants and up to 70% for the 
Wansley and Hatch steam plants. It is intended that the 
Development Authority of each of such counties (“Authori- 
ties”) will issue its respective pollution control revenue 
bonds (“Revenue Bonds”) for the purpose of paying the 
costs of the construction and equipping of the pollution 
control facilities at said plants (“Projects”). 


Georgia proposes to enter into Installment Sale Agreements 
(“Agreements”) with the Authorities which will provide for 
the construction and equipping of the Projects by the 
Authorities and the issuance by the Authorities of Revenue 
Bonds in an aggregate principal amount presently estimated 
not to exceed $120,000,000. Such aggregate amount of 
Revenue Bonds is to be broken down as follows: Putnam 
County—up to $25,000,000; Appling County—up to 
$30,000,000; Heard County—up to $50,000,000; Coweta— 
$15,000,000. The proceeds of the sales of the Revenue 
Bonds will be deposited by the Authorities with a Trustee 
under indentures to be entered into between the Authorities 
and such Trustee pursuant to which the Revenue Bonds are 
to be issued and secured. Such proceeds will be applied to 
payment of the cost of construction of the Projects. The 
Agreements also will provide for the sale of the Projects to 
Georgia, the payment by Georgia of the purchase price of 
each of the Projects in semi-annual installments over a term 
of years, and the assignment to the Trustee of the Authori- 
ties’ interest in, and of the moneys receivable by the 
Authorities under, the Agreements. The Agreements will 
provide that the purchase prices of the Projects payable by 
Georgia will be such amounts, including interest thereon, as 
shall be sufficient (together with other moneys held by the 
Trustee under the indentures for that purpose) to pay the 
principal of and interest on the Revenue Bonds as the same 
become due and payable. The Agreements will also obli- 
gate Georgia to pay the fees and charges of the Trustee. 
The Agreements will provide that Georgia may at any time, 
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so long as it is not in default thereunder, prepay the 
purchase price for the Projects, including interest thereon, in 
whole or in part, such payments to be sufficient to redeem 
or purchase outstanding Revenue Bonds in the manner and 
to the extent provided in the indentures. The Indentures will 
provide that the Revenue Bonds will be redeemable (a) at 
any time on or after 10 years from the date of issuance, in 
whole or in part, at the option of Georgia, initially with a 
premium of 3% of the principal amount and declining by 1/2 
of 1% thereafter and (b) in whole, at the option of Georgia, 
in certain other situations. The Revenue Bonds will mature 
in 30 years and such bonds will be entitled to the benefit of 
mandatory redemption sinking funds calculated to retire not 
less than 25% of the aggregate principal amount of the 
issues prior to maturity. 


In order to obtain the benefit of a rating for the Revenue 
Bonds equivalent to the rating enjoyed by the first mortgage 
bonds outstanding under its Indenture dated as of March 1, 
1941, between Georgia and Chemical Bank, as Trustee, as 
supplemented and amended (‘Mortgage’), which rating 
Georgia has been advised may be thus attained, Georgia 
proposes to obtain the authentication of certain series of 
such first mortgage bonds (‘Collateral Bonds”) under the 
Mortgage, as proposed to be supplemented by a further 
supplemental indenture to be dated as of the first day of the 
month in which the Collateral Bonds are to be authenticated 
and delivered. To secure its obligations under the Agree- 
ments, Georgia proposes to deliver to the Trustee to be held 
as collateral the Collateral Bonds in principal amount equal 
to the principal amount of the Revenue Bonds to be issued 
by the Authorities. The Collateral Bonds will bear interest at 
a rate equal to the interest rate per annum to be borne by 
the Revenue Bonds, will mature on the maturity date of 
such bonds and will be nontransferable by the Trustee. The 
supplemental indenture will provide, however, that the obli- 
gation of Georgia to make payments with respect to the 
Collateral Bonds will be satisfied to the extent that payments 
are made under the Agreements sufficient to meet pay- 
ments when due in respect of the Revenue Bonds. The 
supplemental indenture will provide that upon acceleration 
by the Trustee of the principal amount of all outstanding 
Revenue Bonds under the Indentures, the Trustee may 
demand the mandatory redemption of the Collateral Bonds 
then held by it as collateral at a redemption price equal to 
the principal amount thereof plus accrued interest, if any, to 
the date fixed for redemption. 


The supplemental indentures will also provide that, upon the 
option redemption of the Revenue Bonds, in whole or in 
part, at any time after they have been outstanding for 10 
years, an equal principal amount of the Collateral Bonds will 
be redeemed at an initial premium of 3% declining by 1/2% 
every year. Because interest accrues in respect of the 
Collateral Bonds until satisfied by payments under the 
Agreements, “annual interest charges” in respect of the 
Collateral Bonds will be included in computing the “interest 
earnings requirement” restricting the amount of first mort- 
gage bonds which may be issued and sold to the public in 
relation to Georgia’s net earnings. The Collateral Bonds wil! 
be issued on the basis of unfunded net property additions. 


The indentures will provide that, upon deposit with the 
Trustee of funds sufficient to pay or redeem all or any part 
of the Revenue Bonds, or upon direction to the Trustee by 











Georgia to so apply funds available therefor, or upon 
delivery of outstanding Revenue Bonds to the Trustee by or 
for the account of Georgia, the Trustee will be obligated to 
deliver to Georgia or for the account of Georgia the Collat- 
eral Bonds then held as collateral in an aggregate principal 
amount equal to the aggregate principal amount of Revenue 
Bonds for the payment or redemption of which such funds 
have been deposited or applied or which shall have been so 
delivered. 


In order to comply with the appropriate statute of the State 
of Georgia, it will be necessary for Georgia to convey the 
Authorities such portion of the Projects as are now owned 
by Georgia (“Existing Facilities”) subject to the Mortgage. 
Under the Agreements, Georgia will receive, out of the 
proceeds of the Revenue Bonds, an amount equal to 
Georgia’s original cost for the Existing Facilities. The Exist- 
ing Facilities will thereupon become a part of the Projects 
which are to be provided by the Authorities and which 
Georgia proposes to purchase as provided in the Agree- 
ments. 


It is contemplated that the Revenue Bonds will be sold by 
the Authorities pursuant to arrangements with one or more 
underwriters. In accordance with the laws of the State of 
Georgia, the interest rate to be borne by the Revenue 
Bonds will be fixed by the Authorities. Georgia will not be 
party to the underwriting arrangements for the Revenue 
Bonds. Bond counsel are to issue an opinion that interest on 
the Revenue Bonds will be exempt from Federal income 
taxation. Georgia has been advised that the annual interest 
rates on obligations, the interest on which is tax exempt, 
historically have been and can be expected at the time of 
issue of the Revenue Bonds, to be 11/2% to 2'/2% lower 
than the rates of obligations of like tenor and comparable 
quality, interest on which is fully subject to Federal income 
tax. 


A portion of the revenue bonds to be issued by each 
Authority may be issued as a separate but contempora- 
neous issue of revenue bonds (the “Small Issue Bonds’) 
whose tax exempt status depends upon Section 103(c)(6) of 
the Internal Revenue Code of 1954, as amended (relating to 
small issues involving the acquisition, construction, recon- 
struction or improvement of land or property of a character 
subject to the allowance for depreciation), rather than upon 
Section 103(c)(4)(F) (relating to providing air or water pollu- 
tion control facilities) of such Code. 


The maximum principal amount of the Small Issue Bonds of 
any Authority is $1,000,000 and, if any Small Issue Bonds of 
an Authority are issued, the maximum principal amount will 
be issued. To the extent the Authorities issue Small Issue 
Bonds, the amount of Revenue Bonds issued by the Author- 
ities will be reduced so that the aggregate of the Revenue 
Bonds and Small Issue Bonds to be issued will not exceed 
the amounts set forth above. Separate Installment Sale 
Agreements and indentures will be provided in respect of 
the Small Issue Bonds which will be substantially similar to 
the Agreements and Indentures relating to the Revenue 
Bonds (aside from provisions relating to the kinds of facili- 
ties which may be financed thereby). The obligations of 
Georgia under the separate Installment Sales Agreements 
relating to such series of Small Issue Bonds would be 
secured by a separate series of Georgia's first mortgage 


bonds issued under the Mortgage upon terms substantially 
similar to the Collateral Bonds relating to the Revenue 
Bonds. Georgia will grant the authorities, in connection with 
their Small Issue bonds, liens on certain property of Georgia 
other than the Projects financed by either the Revenue 
Bonds or the Small Issue Bonds. Each such lien will be 
subordinate to the lien of the Mortgage and will be assigned 
by the Authorities to the Trustee. The liens will be created 
by means of Deeds to Secure Debt. The Small Issue Bonds 
would be marketed contemporaneously with the Revenue 
Bonds. 


The fees and expenses incident to the proposed disposition 
of the Existing Facilities, the issuance of the Collateral 
Bonds and the Acquisition of the Projects (as distinguished 
from and excluding fees and expenses incident to the sale 
of the Revenue Bonds by the Authorities payable out of the 
proceeds of such sale) are estimated at $124,700, including 
legal fees of $65,000 and accounting fees of $9,600. The 
issuance of the Collateral Bonds has been approved by the 
Georgia Public Service Commission. It is stated that no 
other State commission and no Federal commission, other 
than this Commission, has jurisdiction in respect thereof. It 
is stated that no other aspect of the proposed transactions 
is subject to the jurisdiction of any State commission or 
Federal commission, other than this Commission. Georgia 
states further that the competitive bidding requirements of 
Rule 50 in respect of the issuance of the Collateral Bonds 
are inappropriate under the circumstances described herein, 
inasmuch as the Collateral Bonds are to be issued and 
pledged solely to secure Georgia's obligations to the Au- 
thorities and no public offering of the Collateral Bonds is to 
be made. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19673), and no hearing has 
been requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application-declara- 
tion, as amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and permit- 
ted to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the semi-annual install- 
ment payment obligations to be undertaken by Georgia 
pursuant to the proposed Agreement with the Authorities, 
insofar as such payments are affected by the effective 
interest rate or rates of the pollution control revenue bonds 
to be sold by the Authorities in connection with the transac- 
tions proposed in this proceeding. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19729/October 27, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
MIDDLE SOUTH ENERGY, INC. 
New Orleans, Louisiana 


(70-5781) 


SECOND SUPPLEMENTAL ORDER REGARDING ISSU- 
ANCE AND SALE OF COMMON STOCK BY SUBSIDIARY 
COMPANY TO HOLDING COMPANY 


Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, and Middle South Energy, Inc. (“MSEI’), 
a subsidiary company of Middle South, have filed with this 
Commission a second post-effective amendment to the 
application-declaration in this proceeding pursuant to Sec- 
tions 6(a), 7, 9(a), and 10 of the Public Utility Holding 
Company Act of 1935 (‘Act’) regarding the following pro- 
posed transactions. 


By orders in this proceeding dated January 20, 1976, and 
September 30, 1976 (HCAR Nos. 19354 and 19699), MSEl 
was authorized to issue and sell to Middle South (holder of 
all of MSEI’s common stock no par value per share), and 
Middle South was authorized to acquire, 68,000 additional 
shares of MSEl’s common stock, for an aggregate purchase 
price of $68,000,000 in cash. Middle South and MSEI stated 
that it was preferable for the additional common stock to be 
sold at times coinciding with MSEI’s cash needs, which are 
primarily determined by the nature and pace of the con- 
struction work on its Grand Gulf Nuclear Electric Station 
near Vicksburg, Mississippi, Accordingly, the applicants- 
declarants were granted authority to consummate the pro- 
posed transactions at various times through December 31, 
1976. 


In the second post-effective amendment, it is stated that 
sales of the additional common stock aggregating 53,000 
shares have occurred, leaving 15,000 remaining shares of 
common stock authorized to be sold through and including 
December 31, 1976. To enable MSEI to continue construc- 
tion of the Grand Gulf Nuclear Electric Station project and 
for other cash needs, authorization is now requested for the 
company to issue and sell, and for Middle South to acquire, 
in addition to the 15,000 remaining shares of common stock 
authorized to be sold through and including December 31, 
1976, an additional 5,000 shares of its presently authorized 
but unissued common stock, no par value, to be sold as 
necessary during the same period at a price of $1,000 per 
share for an aggregate cash purchase price of $5,000,000. 


it is Turther stated that to the extent funds are required from 
external sources to acquire additional shares of MSEI 
common stock, Middle South will obtain such funds through 
the issuance and sale of its unsecured short-term promis- 
sory notes issued under a revolving credit agreement dated 
as of June 1, 1976, with a group of banks headed by 
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Manufacturers Hanover Trust Company of New York, as 
authorized by the Commission's order dated June 14, 1976 
(HCAR No. 19570). 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said post-effective amendment to 
the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR 
No. 19703), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that said application-declaration, as amended by 
said post-effective amendment, be granted and permitted to 
become effective: 


IT [S$ ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended by said post-effective amendment, be, 
and it hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19730/October 27, 1976 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


(70-5906) 


ORDER AUTHORIZING PROPOSAL TO OPERATE AND 
SUBSEQUENTLY ACQUIRE MUNICIPAL ELECTRIC FA- 
CILITIES 


Louisiana Power & Light Company (‘Louisiana’), a public- 
utility subsidiary company of Middle South Utilities, Inc. 
(“Middle South”), a registered holding company, has filed 
an application with this Commission pursuant to Sections 
9(a) and 10 of the Public Utility Holding Company Act of 
1935 (‘Act’) regarding the following proposed transaction. 


Louisiana is engaged in the business of generating, trans- 
mitting, distributing, and selling electric power and energy. It 
operates in 46 of the 64 parishes (counties) in the State of 
Louisiana, including the Parish of Lafourche. Its operating 











revenues for the twelve months ended June 30, 1976, 
aggregated $302,336,000. 


The City of Thibodaux (“City”) is a municipal corporation of 
the State of Louisiana, located in the Parish of Lafourche, in 
the southeasterly part of the state. Its estimated population 
is approximately 15,000 people. The City owns, operates, 
and maintains a system for the generation, distribution, and 
sale of electric power and energy to customers within the 
corporate limits of the City, as well as to some customers 
outside of such corporate limits (‘Electric System’). As of 
December 31, 1975, the City had 5,333 electric customers. 
As of December 31, 1975, the Electric System had a 
depreciated book value of $13,646,507 against an original 
cost of $19,010,146. For the year ended December 31, 
1975, the Electric System had operating revenues of 
$3,857.774, operating expenses (including depreciation) of 
$3,805,650, or a net income of.$52,124. The Electric 
System immediately adjoins the electric system and facili- 
ties of Louisiana. The City presently has outstanding bonds 
in the aggregate principal amount of $13,985,000 which are 
payable from the income and revenues of its waterworks 
and electric systems and plants (“Bonds”), consisting of the 
principal amounts presently outstanding of nine different 
series, maturing on August first of the years 1977 through 
2002, and bearing interest at rates from 31/2% to 6% per 
annum. Louisiana states that it is its understanding that, at 
least in part for financial reasons, the City has been 
encountering increasing difficulty in the operation and main- 
tenance of the Electric System. 


Pursuant to an invitation of the City and on the basis of 
subsequent negotiations, Louisiana, under date of June 1, 
1976, submitted to the City a proposition and offer (‘Offer’), 
which provides for the operation and possible ultimate 
ownership by the company of the Electric System as set 
forth in an Operating Agreement. A special election was 
called by the City, held on August 14, 1976, and resulted in 
a vote by the electorate in favor of the acceptance of the 
Offer. 


Under the terms of the Operating Agreement, Louisiana, 
among other things, will be obligated, at its own expense, to 
operate and maintain the entirety of the Electric System 
exclusive of the generating facilities (“Distribution System’), 
providing for the entirety of the electric power supply re- 
quirements of the Distribution System and its customers. 
The company may (but will not be obligated to) operate and/ 
or maintain the Electric System’s generating facilities or any 
part thereof. Louisiana will make payments to a designated 
fiscal agent of amounts necessary to pay the principal of 
and interest on the Bonds as such principal and interest 
become due. Within 10 days after Louisiana commences to 
operate the Electric System, the company must pay the City 
the sum of $625,000. Through August 1, 2002, the company 


is also obligated to pay the City 2% of the revenues from 


residential and commercial customers within the corporate 
limits of the City. (This is standard in all municipalities 
wherein the company is franchised.) 


The Operating Agreement will further provide that at such 
time as no Bonds or refunding bonds are outstanding (pre- 
refunded Bonds and/or pre-refunded refunding bonds being 
considered as no longer outstanding), Louisiana will have 
the right and option, for the considerations resulting from the 


terms of the Operating Agreement (or the terms of any 
lease-purchase agreement in connection with any refunding 
bonds), to acquire from the City the entirety of the Electric 
System. 


In order to integrate the service to the City into Louisiana's 
operations, it will be necessary to convert approximately 1 
mile of 13.8 KV feeder line to 34.5 KV and construct 
approximately .5 miles of 34.5 KV feeder line, tying the 
company’s 34.5 KV system on the northerly side of the City 
to the City’s existing 34.5 KV system. The cost of such work 
is estimated at $42,400. 


The application states that the proposed transaction will 
relieve the City of financial burdens and will provide the City 
with a reliable and adequate supply of electricity with 
consequent improvement in electric service and that such 
improved electric service will be provided at substantially 
lower rates. It is further stated that Louisiana's service to the 
city is expected to be operated on an increasingly profitable 
basis and that the ultimate acquisition by the company of 
the Electric System on a desirable basis is provided for and 
appears likely. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction except that the Louisiana Public Service Com- 
mission (“LPSC”) has asserted jurisdiction with respect to 
certain transactions, which assertion of jurisdiction is appli- 
cable to the transaction proposed herein, to the extent of 
requiring prior disclosure of the intendment and plan with 
regard thereto and “official action” of non-opposition (or 
approval) by the LPSC before the proposed action may be 
taken. Pursuant to the foregoing, Louisiana filed with the 
LPSC a copy of the Offer. By letter of September 1, 1976, 
the LPSC advised Louisiana that it does not oppose the 
company’s entering into and consummating the proposed 
transaction and that such letter constitutes and evidences 
the necessary “official action” of non-opposition. 


Due notice of the filing of said application has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19690), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application be granted: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application be, and it 
hereby is, granted, effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the accounting related to 
the proposed acquisition of the Electric System. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19731/October 28, 1976 


ANNUAL REPORTS FOR PUBLIC UTILITY HOLDING 
COMPANIES 


Notice of Extension of Comment Period 


On October 5, 1976, the Commission invited public com- 
ments on proposed amendments to Form U5S pursuant to 
Sections 5(c) and 20(a) of the Public Utility Holding Com- 
pany Act of 1935 (Release No. 35-19705) [41 FR 44863, 
10-13-76]. The time for submitting comments expires No- 
vember 1, 1976. 


The Commission has extended the comment period to 
November 15, 1976, with respect to the related rules under 
the Securities Exchange Act (Release No. 34-12892) [41 
FR 46353, 10-20-76]. Accordingly, the comment period for 
the Form U5S amendments is extended to November 15, 
1976. Comments should be addressed to George A. Fitz- 
simmons, Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549, in triplicate. All such communica- 
tions should refer to File No. S7-656. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


October 28, 1976 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9495/October 21, 1976 


In the Matter of 

FIRST INCOME SHARES, INC. 

and 

FIRST INVESTORS FUND FOR INCOME, INC. 

120 Wall Street 

New York, New York 10005 

File No. 812-4030 

NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTIONS 6(c) AND 17(b) OF THE ACT FOR AN 
ORDER EXEMPTING PROPOSED TRANSACTIONS 
FROM THE PROVISIONS OF SECTIONS 17(a) AND 22(d) 
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OF THE ACT AND RULE 22c-1 THEREUNDER AND 
PURSUANT TO SECTION 17(d) OF THE ACT AND RULE 
17d-1 THEREUNDER FOR AN ORDER PERMITTING 
PARTICIPATION IN PROPOSED TRANSACTIONS. 


NOTICE IS HEREBY GIVEN that First Income Shares, inc. 
(“New Fund”) and First Investors Fund for Income, Inc. 
(“Old Fund’’) (collectively, “Applicants”), both open-end, 
diversified, management investment companies registered 
under the Investment Company Act of 1940 (‘‘Act’’), filed an 
application on September 20, 1976, and an amendment 
thereto on October 1, 1976, for an order of the Commission 
pursuant to Sections 6(c) and 17(b) of the Act, exempting 
the proposed transactions described below from the provi- 
sions of Sections 17(a) and 22(d) of the Act and Rule 22c-1 
thereunder, and, pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder, for an order permitting Applicants to 
participate in the proposed transactions. All interested per- 
sons are referred to the application on file with the Commis- 
sion for a statement of the representations contained 
therein, which are summarized below. 


According to the application, Old Fund was incorporated in 
Maryland on August 20, 1970, and offers its shares continu- 
ously through First Investors Management company, Inc. 
(“Management”) and First Investors Corporation (‘‘First 
Investors”) as co-underwriters. More than 95% of Old 
Fund's shares are sold by salesmen employed by First 
Investors. Both First Investors and Management are wholly- 
owned subsidiaries of First Investors Consolidated Corpora- 
tion, of which Messrs. Glenn O. Head and David D. Gray- 
son, each of whom is a Vice President and Director of Old 
Fund and New Fund, each owns 35.5% of the voting stock. 
Management serves as investment adviser to Old Fund, 
and Management and First Investors also serve as Co- 
underwriters, and Management serves as investment ad- 
viser, to First Investors Fund, Inc., First Investors, Fund for 
Growth, Inc., First Investors Discovery Fund, Inc., and First 
Investors Trend Fund, Inc. The officers and directors of Old 
Fund, with one exception, are also officers and directors of 
these other funds. 


Old Fund and New Fund have identical boards of directors, 
each consisting of nine members. In addition to Messrs. 
Head and Grayson, Applicants state that Joseph M. 
O'Brien, President and director of First Investors, and John 
T. Sullivan, director of First Investors, are “interested per- 
sons” of the Applicants as defined in Section 2(a)(19) of the 
Act. 


The Applicants state that Old Fund's primary investment 
objective is to earn a high level of current income, and that, 
on June 30, 1976, Old Fund's net assets were approxi- 
mately $155,000,000. 


According to Applicants, New Fund was incorporated in 
Maryland as Chestnut Monthly Income Fund, Inc. on Janu- 
ary 19, 1976, was registered under the Act on February 20, 
1976, but has not yet commenced operations. Applicants 
state that New Fund's investment objectives, policy, restric- 
tions, officers, auditors, legal counsel and custodian are 
identical to those of Old Fund, and that all of the outstanding 
shares of New Fund presently are held by First Investors, 
which purchased 9,107 shares without sales charge at 
$10.98 per share for an aggregate of $100,000, in connec- 
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tion with New Fund's organization. 


As more fully set forth in the application and summarized 
below, Applicants generally propose to effect an underwrit- 
ten offering of Old Fund shares through a series of transac- 
tions involving an underwritten offering of New Fund shares, 
followed by the purchase by Old Fund of all the assets of 
New Fund in exchange for shares of Old Fund, and the 
distribution in liquidation of such Old Fund shares to share- 
holders of New Fund and the subsequent dissolution of New 
Fund. 


According to the application, New Fund proposes to offer 
2,500,000 shares of its common stock to the public at its net 
asset value of $10.98 per share plus an underwriting 
discount through underwriters for whom Drexel Burnham & 
Co., Inc. (‘Drexel’) will act as representative, and the 
underwriting discounts on shares sold pursuant to that 
offering will be equal, as a percentage of the net amount 
invested, to the sales charge applicable to Old Fund shares. 
For purchases of less than $10,000.00, such underwriting 
discount will be $1.02 per share. 


Applicants state that persons purchasing New Fund shares 
pursuant to this underwritten offering will not be required to 
make payment for such shares until the closing date of the 
exchange of New Fund's assets for shares of Old Fund, as 
set forth below (‘Closing Date’), and that such Closing Date 
will be approximately two weeks, but not more than four 
weeks, after the effective date of New Fund’s Registration 
Statement under the Securities Act of 1933 (“Effective 
Date”). Applicants further state that there will be no continu- 
ous offering of New Fund shares following the Closing Date. 


As a further step in the proposed transactions, Applicants 
propose to enter into a Stock Purchase Agreement (“‘Agree- 
ment’) pursuant to which all of the assets of New Fund 
(consisting of the $100,000 in cash paid by First Investors 
for the shares it holds and the cash realized by New Fund in 
the underwriting) will be transferred to Old Fund on the 
Closing Date in exchange for shares of the stock of Old 
Fund having the same aggregate net asset value, calcu- 
lated as described below. According to the application, the 
Agreement will be approved by First Investors, as sole 
shareholder of New Fund, prior to the Closing Date, but will 
not be submitted to Old Fund shareholders for approval. 


Applicants state that, as of September 14, 1976, Old Fund 
had $13,154,498 ($.6487 per share) of unrealized capital 
gain, and realized capital gains of $10,319,379 ($.5089 per 
share). The Agreement provides that, on a date prior to the 
Closing Date (the “Record Date’), Old Fund will declare 
dividends sufficient to distribute all of its taxable net invest- 
ment income and all of its realized capital gains accumu- 
lated to the Record Date, in each case to the stockholders 
of record of Old Fund as of the date immediately preceding 
the Closing Date. Applicants state that Old Fund shareholc- 
ers who have elected to reinvest income dividends and 
capital gains distributions in additional shares of Old Fund 
(who presently hold about 60% of Old Fund’s shares) will 
receive such shares at the net asset value (ex-dividend) in 
effect on the Record Date, without any sales charge. 


Applicants state that the Fund's relative net asset values will 
be determined as of the close of business on the Closing 


Date, after giving effect to net investment income and net 
realized capital gains distributions of Old Fund, if any , and 
that no adjustment will be made for any tax implications 
relating to unrealized capital gains or losses. 


According to Applicants, New Fund will distribute to its 
shareholders on a pro-rata basis the shares of Old Fund 
received pursuant to the Agreement, and will thereupon be 
dissoived. 


Applicants state that Drexei, in the course of its customary 
market making activities, effects substantial securities trans- 
actions with and on behalf of Old Fund. According to the 
application, it is anticipated that Old Fund may continue to 
effect securities transactions with Drexel (acting either as 
broker or principal) to a substantial exient up to the Effective 
Date and subsequent to the Closing Date; but that Old Fund 
will not effect securities transactions with Drexel during the 
period from the Effective Date until the Closing Date. 
Furthermore, Applicants state that other members of the 
underwriting syndicate may continue their market making 
and dealer activities with Old Fund during the period be- 
tween the Effective Date and the Closing Date, as well as 
before and after such periods, and that, after the Closing 
Date, Drexel as well as other members of the underwriting 
syndicate may distribute Old Fund shares as dealers, 
through First Investors and Management. 


Applicants state that all expenses of the underwritten offer- 
ing of New Fund shares and of the transactions pursuant to 
the Agreement, including the dissolution of New Fund, will 
be borne by Management, except that the underwriters will 
bear their own normal expenses, such as the costs of 
retaining their counsel and of underwriting the offering of 
New Fund shares. 


Applicants contend that the proposed transactions have 
been structured in the manner described in order to effect - 
an underwriting of Old Fund shares in an orderly manner to 
avoid disruption of the operations of Old Fund. Applicants 
state that there is no agreement in effect to suspend sales 
of Old Fund shares during the underwriting of New Fund 
shares, and that, therefore, First Investors salesmen, who 
may have dealings with a different group of customers than 
those to whom the underwriters have access, would be able 
to continue to offer Old Fund shares for sale during the 
pendency of the New Fund offering. In addition, Applicants 
state that the proposed transactions would permit the sale 
of New Fund shares at a definite price rather than at a price 
which would change daily as the Old Fund’s net asset vaiue 
changed. Finally, the Applicants state that the proposed 
transaction will be fully disclosed in the New Fund prospec- 
tus to be employed in connection with the underwriting, and 
that the Old Fund’s prospectus will be stickered or amended 
to disciose the existence and terms of their proposal. 


Section 2(a)(3) of the Act, in part, defines an “affiliated 
person” of another person as “.. . (A) any person directly or 
indirectly owning, controlling, or holding with power to vote, 
5 per centum or more of the outstanding voting securities of 
such other person; (B) any person 5 per centum or more of 
whose outstanding voting securities are directly or indirectly 
owned, controlled, or heid with power to vote, by such other 
person; (C) any person directly or indirectly controliing, 
controlled by, or under common control with, such oiher 
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person; ... (E) if such other person is an investment 
company, any investment adviser thereof or any member of 
an advisory board thereof. .. .” 


Applicants state that they might be deemed to be under 
common control and therefore “affiliated persons” of each 
other, since they have identical boards of directors. 


Section 17(a) of the Act provides, in part, that it shall be 
unlawful for any affiliated person or promoter of, or principal 
underwriter for, a registered investment company, or any 
affiliated person of such a person, promoter, or principal 
underwriter, acting as principal: 


(1) knowingly to sell any security or other property to 
such registered company ... unless such sale in- 
volves solely (A) securities of which the buyer is the 
issuer, [or] (B) securities of which the seller is the 
issuer and which are part of a general offering to the 
holders of a class of its securities . . .; 


(2) knowingly to purchase from such registered com- 
pany ... any security or other property (except securi- 
ties of which the seller is the issuer)... .” 


Thus, the sale by Old Fund of its shares to New Fund at net 
asset value rather than at net asset value plus a sales 
charge might be deemed to be prohibited by Section 
17(a)(1). 


Section 17(b) of the Act provides that the Commission, upon 
application, may exempt from the provisions of Section 
17(a) a proposed transaction if evidence establishes that 
the terms of such transaction, including the consideration to 
be paid or received, are fair and reasonable and do not 
involve any overreaching on the part of any party con- 
cerned, and that the transaction is consistent with the policy 
of each registered investment company concerned and with 
the general purposes of the Act. 


Although Applicants do not concede that the provisions of 
Section 17(a) of the Act apply to the proposed transaction, 
they assert that the proposed transaction has been struc- 
tured to prevent overreaching on the part of any person 
concerned and to assure that its terms are fair and reasona- 
ble and consistent with the policies of Old Fund and of New 
Fund and with the general purposes of the Act, and state 
that the board of directors of each Applicant has considered 
such terms and determined that this assertion is correct. 
Furthermore, Applicants state that, on the Closing Date, 
New Fund will acquire Old Fund shares at their net asset 
value as of the close of business and that, since the 
underwriting discounts applicable to New Fund shares are 
identical, as a percentage of the net amount invested, to the 
sales load on Old Fund shares, investors in New Fund will 
acquire Oid Fund shares on the Closing Date at the same 
price at which direct investors in Old Fund would acquire 
such shares on that date. 


Section 17(d) of the Act provides, in part, that it shall be 
unlawful for any affiliated person of, or principal underwriter 
for, a registered investment company, or any affiliated 
person of such a person or principal underwriter, acting as 
principal, te effect any transaction in which such registered 
company is a joint or a joint and several participant with 
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such person, principal underwriter, or affiliated person, in 
contravention of rules promulgated by the Commission 
pursuant to that Section. 


Rule 17d-1 generally provides, in part, that a transaction 
within its scope may not be effected unless an order of the 
Commission permitting such transaction is issued prior to 
implementation, or submission to shareholders for approval, 
thereof, and that, in passing upon an application for such an 
order, the Commission will consider whether the participa- 
tion of such registered company in such joint enterprise on 
the basis proposed is consistent with the provisions, policies 
and purposes of the Act and the extent to which such 
participation is on a basis different from or less advanta- 
geous than that of other participants. 


It appears from the application that First Investors is princi- 
pal underwriter for Old Fund, and controls (and is therefore 
an affiliate of) New Fund, that Management is adviser to 
(and therefore an affiliate of) Old Fund, and that, by reason 
of First Investors Consolidated Corporation's ownership of 
all of the voting stock of Management and First Investors, 
and First Investors’ ownership of all of New Fund's out- 
standing shares, Management is under common control 
with (and is therefore an affiliate of) New Fund. Therefore, 
the proposed transactions may constitute a “joint enter- 
prise”, within the meaning of Section 17(d) of the Act, in 
which First Investors and Management participate with two 
registered investment companies, Old Fund and New Fund. 


While not conceding that the provisions of Section 17(d) of 
the Act apply to the proposed transactions, Applicants 
assert that the terms of the proposed transaction and the 
operation of Applicants prior and subsequent thereto are not 
intended to result in any participation therein on a basis 
different from or less advantageous than that of any other 
participant, and that the board of directors of each of the 
Applicants has reviewed the transaction and each board 
has determined that no party will participate in the transac- 
tions described herein on a basis different from or less 
advantageous than that of any other participant. Applicants 
also submit that the participation of Old Fund and New Fund 
therein is consistent with the provisions, policies and pur- 
poses of the Act. Accordingly, to the extent that the interre- 
lationships described herein might cause any of the pro- 
posed activities by any of Old Fund, New Fund, Manage- 
ment, or First Investors to come within the provisions of 
Section 17(d) of the Act, Applicants request, pursuant to 
Rule 17d-1 under the Act, an order of the Commission 
permitting their participation in the proposed transactions. 


Section 22(d) of the Act provides, in part, that no registered 
investment company shall sell redeemabie securities of 
which it is the issuer except at a current public offering price 
described in the prospectus. Since purchasers of New Fund 
shares pursuant to the proposed offering will exchange 
those shares at the Closing Date for shares of Old Fund on 
the basis of the Funds’ then relative net asset values, such 
sales of New Fund shares may involve, indirectly, a pur- 
chase of Old Fund shares at other than Old Fund’s current 
offering price. Applicants state that both the Old Fund and 
New Fund prospectuses will set forth fully the basis upon 
which shares are being sold, and that the underwriting 
discounts payabie upon purchase of New Fund shares were 
designed to be identical to those payable upon direct 








investment in Old Fund shares in order to comply with the 
provisions of Section 22(d). 


Rule 22c-1 under the Act provides, in part, that no regis- 
tered investment company shall sell, redeem, or repurchase 
any redeemable security of which it is the issuer except at a 
price based on the current net asset value of such security 
which is next computed after receipt of a tender of such 
security for redemption or of an order to purchase or sell 
such security. Since sales of New Fund shares would be at 
a price unrelated to the then net asset value of the Old 
Fund, such sales might be deemed to violate Rule 22c-1. 


Applicants request that, to the extent that the proposed 
transactions may not be in compliance with Section 22(d) of 
the Act and with Rule 22c-1 thereunder, the Commission 
issue an order of exemption therefrom pursuant to Section 
6(c) of the Act to the extent necessary to permit the 
transactions described in the application to be consum- 
mated. 


Section 6(c) of the Act provides, in part, that the Commis- 
sion may, upon application, conditionally or unconditionally 
exempt any person, security or transaction from any provi- 
sion or provisions of the Act or any rule thereunder, if and to 
the extent that such exemption is necessary or appropriate 
in the public interest and consistent with the protection of 
investors and with the purposes fairly intended by the policy 
and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 12, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address set 
forth above. Proof of such service (by affidavit or, in case of 
an attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Release No. 9496/October 21, 1976 


in the Matter of 


STANDARD SHARES, INC. 
230 Park Avenue 
New York, New York 10017 


(812-4010) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTIONS 6(c) AND 17(b) OF THE ACT FOR AN ORDER 
EXEMPTING CERTAIN TRANSACTIONS FROM THE 
PROVISIONS OF SECTION 17(a) 


NOTICE IS HEREBY GIVEN that Standard Shares, Inc. 
(‘Applicant’), a closed-end, non-diversified management 
company, registered under the Investment Company Act of 
1940 (‘Act’), filed an application on August 16, 1976, 
pursuant to Sections 6(c) and 17(b) of the Act for an order 
permitting Applicant to convert a note issued by Brand 
Insulations, Inc. (“Brand”), an affiliate of Applicant, into 
preferred stock of Brand. All interested persons are referred 
to the application on file with the Commission for a state- 
ment of the representations made therein, which are sum- 
marized below. 


Applicant asserts that Brand, engaged primarily in the 
mechanical insulation contracting business, has approxi- 
mately 800 common stockholders, including Applicant which 
holds approximately 75% of the outstanding Brand voting 
shares. If Applicant were to exercise certain conversion 
rights, it states it would hold approximately 90% of Brand's 
outstanding common shares and 91% of its outstanding 
voting shares. Three of Brand's directors (a majority) are 
designees of Applicant, and two such directors also are 
directors of Applicant. By reason of such ownership of 
Brand voting securities, Applicant states it may be deemed 
an affiliated person of Brand as defined in Section 2(a)(3) of 
the Act to include as an affiliated person of another person 
any person owning 5 percent or more of the outstanding 
voting securities of such other person and any person 
controlling such other person. 


Applicant states that it also holds several notes issued by 
Brand aggregating $5,270,000, including one note in the 
principal amount of $3,035,000 (‘Note’), which is converti- 
ble into Brand’s Series E Preferred Share (‘Series E 
Shares”) at the rate of one Series E Share for each 
$100,000 of unpaid principal and interest. Applicant states 
that its total investment in Brand represents less than 2% of 
Applicant’s assets. Applicant desires to convert up to 
$2,000,000 of the 3,035,000 face amount of the Note at any 
time and from time to time as it considers necessary to 
eliminate Brand’s negative net worth. Applicant asserts that 
Brand has experienced difficulty in obtaining desirabie new 
contracts because of the reluctance of prime contractors, 
builders and bonding companies to deal with a company 
having a negative net book value; conversion of the Note 
would give Brand a positive net book value, which Applicant 
expects would enable Brand to obtain business not other- 
wise availiable to it; and Applicant, together with all other 
shareholders of Brand, would participate in the profits, if 
any, which may accrue from any such new business. 
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Applicant alleges it would not be disadvantaged by relin- 
quishing a portion of its secured debts in exchange for 
preferred shares, because all of Brand’s debts to Applicant 
are secured by Brand’s assets, which have an estimated 
liquidating value not in excess of $1,500,000; so that any 
excess over $1,500,000 in Brand notes held by Applicant 
may be viewed in effect, as unsecured indebtedness. 


Applicant asserts that any such conversion may be deemed 
to constitute a sale of the Series E Shares by Brand to 
Applicant, in violation of Section 17(a) of the Act, which, in 
pertinent part, prohibits an affiliated person of a registered 
investment company, acting as principal, from selling any 
security to such registered company. Consequently, Appli- 
cant seeks an exemption from Section 17(a) pursuant to 
Section 17(b) of the Act, which directs the Commission 
upon application to exempt a proposed transaction from the 
provisions of Section 17(a) if evidence establishes that the 
terms of the proposed transaction, including the considera- 
tion to be paid or received, are fair and reasonable and do 
not involve overreaching on the part of any person con- 
cerned and that the proposed transaction is consistent with 
the policy of each registered investment company con- 
cerned and with the general purposes of the Act. 


However, because Applicant wishes to be able to make the 
requested conversion from time to time in such amounts as 
it considers necessary to facilitate the stated purposes, it 
requests that the Commission's order be issued also under 
Section 6(c) of the Act which provides, in pertinent part, that 
the Commission may exempt any class of transactions from 
any provision of the Act if and to the extent that such 
exemption is necessary or appropriate in the public interest 
and consistent the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act. 


Applicant submits that the proposed conversion, from time 
to time to a maximum of $2,000,000, would be fair and 
reasonable to it and to the other shareholders of Brand and 
would be consistent with Applicant’s policies with respect to 
securities investments and with the general purposes of the 
Act, that it would not involve overreaching on the part of any 
person concerned, and that it would be consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. 


NCTICE IS FURTHER GIVEN that any interested person 
may, not later than November 15, 1976 at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the issues, if 
any. of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the address 
stated above. Proof of such service (by affidavit or in case 
of an attorney-at-law by certificate) shall be filed contempo- 
raneously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
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whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and by postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
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SEE 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9498/October 27, 1976 


In the Matter of 


AMERICAN BIRTHRIGHT TRUST 
210 Royal Palm Way 
Palm Beach, Florida 33480 


(812-4032) 


NOTICE OF FILING OF AN APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER EXEMPT- 
ING A PROPOSED EXCHANGE OF SHARES FROM THE 
PROVISIONS OF SECTIONS 22(c) AND 22(d) AND RULE 
22c-1 THEREUNDER. 


NOTICE !S HEREBY GIVEN that American Birthright Trust 
(“Applicant” or “ABT”), registered under the Investment 
Company Act of 1940 (“Act”) as an open-end, diversified 
management investment company, filed an application on 
September 27, 1976, and amendments thereto on October 
14, 15 and 22, 1976, for an order of the Commission 
pursuant to Section 6(c) of the Act exempting from the 
provisions of Sections 22(c) and 22(d) of the Act and Rule 
22c-1 thereunder a proposed transaction pursuant to which 
shares of ABT will be issued at a price other than the 
current public offering price in exchange for substantially all 
of the assets of All American Fund, Inc. (“AAF”), a Mary- 
land Corporation in receivership, and at a price other than 
the price next determined after the receipt of an order to 
purchase its shares. All interested persons are referred to 
the application on file with the Commission for a statement 


of the representations made therein, which are re } 


below. 








Applicant states that AAF entered into an Agreement and 
Plan of Reorganization (“Agreement”) with ABT dated as of 
August 20, 1976. The Agreement provides that ABT will 
acquire substantially all of the assets owned by AAF (which, 
including securities, had a market value of $906,652 on 
August 31, 1976) in exchange for voting shares of capital 
stock of ABT. The shares of ABT are to be issued at net 
asset value without a sales charge. Applicant states that 
when received by AAF the shares of ABT will be distributed 
to AAF shareholders on a pro-rata basis in accordance with 
the Receiver's Plan to liquidate and dissolve AAF. 


Applicant represents that, pursuant to the Agreement, its 
shares having an aggregate net asset vaiue equal to the 
value of AAF’s assets to be acquired shall be issued in 
exchange therefore (the number of shares to be determined 
by dividing the aggregate market value of AAF’s assets to 
be acquired by the net asset value per share of ABT). It 
further represents that the net asset value per share of ABT 
and the market value of the assets of AAF to be acquired by 
ABT will be determined as of the next business day follow- 
ing satisfaction (or waiver) of the conditions set forth in the 
Agreement, or at such other date as may be mutually 
agreed upon, and that the actual exchange of assets for 
shares of ABT will be on the next business day (November 
15, 1976) after the valuation date. If the valuation under the 
Agreement had taken place at the close of business on 
August 31, 1976, approximately 99,742 shares of ABT 
having a net asset value of $9.09 each, would have been 
issued for substantially all of the assets of AAF having an 
aggregate value of $906,652 as of that date. Applicant 
states that it has no present intention of selling any of the 
securities acquired from AAF following the acquisition other 
than on the expiration of short-term instruments, if any. 


The purchase and sale, as proposed, will be accounted for 
aS a merger transaction and ABT will record the market 
value of AAF’s assets as its cost basis for accounting 
purposes. However, for tax purposes, ABT will use AAF’s 
cost basis of investments as its basis for cost. ABT will 
therefore acquire any unrealized appreciation or deprecia- 
tion AAF may have on its investments. ABT will recognize 
any capital loss carried forward from the transaction since 
AAF is considered an open-end investment company for 
Federal income tax purposes and has accumulated a sub- 
stantial amount of capital loss carry-forward. Because of 
these factors, it is anticipated that the transaction will have 
no adverse tax impact on ABT. 


As of August 31, 1976, AAF had available capital losses 
and a Capital loss carryforward in the aggregate amount of 
$1,988,072. On that date, ABT had net realized and unreal- 
ized appreciation of $2,559,068, and a capital loss carryfor- 
ward of $392,500. ABT accordingly had a reserve for 
income taxes in the amount of $649,970. Had the merger 
been consummated on the above date, the net effect of 
combining ABT’s and AAF'’s realized and unrealized capital 
gains and losses, and their applicable capitai loss carryfor- 
wards would have resulted in a reduction in ABT’s tax 
reserve in the amount of $596,421, and would have in- 
creased ABT’s per share net asset value by $.21. Applicant 
states that a similar adjustment is expected to be made in 
the value of ABT’s shares when the merger is consum- 
mated. 


Applicant submits that its investment adviser, American 
Birthright Trust Management, Inc. (“Adviser”) has agreed, if 
the purchase and sale is consummated, to pay for all fees 
and expenses of carrying the purchase and sale into effect, 
except expenses in connection with the liquidation of AAF 
and the legal and accounting expenses of AAF in connec- 
tion with the Agreement. Such expenses will be paid by 
AAF. Registration fees payable to the Securities and Ex- 
change Commission with respect to the shares of ABT 
issued in connection with the purchase and sale will be paid 
by the Adviser. Applicant further submits that if the purchase 
and sale is not consummated, AAF will pay fees and 
expenses attributable to it, and the Adviser will pay the fees 
attributable to ABT other than the fees mentioned above 
and that all printing costs will be borne by the Adviser in any 
event. 


Applicant states that the consummation of the Agreement is 
subject to the issuance by the Commission of the Order 
herein requested, exempting ABT from certain provisions of 
the Act so that it may exchange its shares in this transaction 
at net asset value, without a sales charge, and that such net 
asset value may be determined as of the close of business 
on the last business day immediately preceeding the ex- 
change date. Applicant states that neither AAF nor any of its 
directors, officers, stockholders or its Receiver is either an 
“affiliated person” of ABT, or an “affiliated person of such 
person” as defined in Section 2(a)(3) of the Act. ABT’s 
Board of Trustees approved the proposed Agreement at its 
meeting on September 8, 1976, as being beneficial to its 
shareholders because among other things, ABT will be able 
to acquire at one time substantial additional portfolio securi- 
ties that will be compatible with its investment policies and 
objectives, and without incurring brokerage commissions. 


Section 22(c) of the Act and Rule 22c-1 thereunder taken 
together provide, in pertinent part, that no registered invest- 
ment company or principal underwriter thereof shall sell any 
redeemable security except at a price based on the current 
net asset value of such security which is next computed as 
of the close of trading on the New York Stock Exchange 
after receipt of an order to purchase such security. Section 
22(d) of the Act provides, in pertinent part, that no regis- 
tered investment company or principal underwriter thereof 
shall sell any redeemable security issued by such company 
to any person except at a current offering price described in 
the Prospectus. The current public offering price of the 
shares of ABT as described in its Prospectus is net asset 
value plus a sales charge. 


Applicant submits that without exemptions from Section 
22(c) and 22(d) of the Act and Rule 22c-1 thereunder, ABT 
would be prohibited from: (a) exchanging its share at net 
asset value, without a sales charge, for substantially all of 
the assets of AAF; and (b) effecting the transaction on the 
exchange date based on the market value of the assets of 
AAF to be transferred and the net asset value per share of 
ABT, both determined as of the valuation date which is the 
close of business on the last business day immediately 
preceeding the exchange date. Because the exchange date 
and the valuation time will be fixed in advance, and in view 
of the short time span involved Applicant- argues that the 
possible abuses at which Rule 22c-1 is directed will not 
exist. 
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Section 6(c) of the Act provides in pertinent part that the 
Commission by order upon Application, may conditionally or 
unconditionally exempt any person or transaction from any 
provision under the Act or of any rule or regulation thereun- 
der, if and to the extent such exemption is necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. 


Applicant states that in its opinion, the terms of the ex- 
change contemplated by the Agreement are fair and rea- 
sonable and in the best interest of Applicant and its share- 
holders; and that therefore granting of the requested ex- 
emptions is consistent with the general purposes of the Act, 
and is necessary or appropriate in the public interest and 
consistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 15, 1976, at 12:30 P.M., 
submit to the Commission in writing a request for a hearing 
on the application accompanied by a statement as to the 
nature of his interest, the reason for his request, and the 
issues of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission should order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon the Applicant at the 
address stated above. Proof of such service (by affidavit or 
in the case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule 
0-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the matter will be issued as of 
course following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commission's 
own motion. Persons who request a hearing or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


828/SEC DOCKET 


SERECO, S.A. (801-7353) 


- ALFREDO LEYZAOLA 


BENJAMIN FERNANDEZ 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these investments adviser proceedings under the Invest- 
ment Advisers Act of 19401 (“Advisers Act”), Sereco, S.A. 
(‘Registrant’), a registered investment adviser, and Alfredo 
Leyzaola and Benjamin Fernandez, its principals, failed to 
answer the order that instituted these proceedings and are 
therefore in default. Pursuant to Rule 7(e) of the Commis- 
sion’s Rules of Practice the allegations in the order are 
therefore deemed to be true as to the defaulting respond- 
ents. 


On the basis of that order it is found that: 


Registrant, Leyzaola and Fernandez wilfully violated 
and wilfully aided and abetted violations of Sections 
5(a), 5(c) and 17(a) of the Securities Act of 1933; 
Sections 10(b) and 15(a) of the Securities Exchange 
Act of 1934 and Rule 10b-5 thereunder; Sections 204, 
206 and 207 of the Investment Advisers Act of 1940 
and Rules 204-1(b), 204-2 and 206(4)-2 thereunder. 


In view of the foregoing, it is in the public interest to 
revoke Registrant's investment adviser registration 
and to bar Leyzaola and Fernandez from association 
with any investment adviser. 


Accordingly, 1T IS ORDERED that the registration as an 
investment adviser of Sereco, S.A. be, and it hereby is, 
revoked; and it is further 


ORDERED that Alfredo Leyzaola and Benjamin Fernandez 
be, and they hereby are, barred from being associated with 
any investment adviser. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





1In the Matter of Sereco, S.A., Alfredo Leyzaola and 
Benjamin Fernandez, instituted June 15, 1976. 
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Litigation Release No. 7614/October 21, 1976 


SEC v. TransWorld Oil & Gas Corporation, et al 
(S/D Tex.) CA 76-H-1696 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on October 18, 1976, a civil complaint was 
filed in Federal District Court at Houston, Texas, against 
TransWorld Oil & Gas Corporation, Larry C. Hadley, individ- 
ually and d/b/a United States Oil and Gas Company, a 
partnership, and Ralph B. Schoter, individually and d/b/a 
United States Oil and Gas Company, a partnership, all of 
Houston, seeking to enjoin them from further violations of 
the securities registration and antifraud provisions of the 
federal securities laws. 


The compiaint alleges that defendants TransWorld Oil & 
Gas Corporation, Larry C. Hadley and Ralph B. Schoter, 
violated the registration and antifraud provisions of the 
federal securities laws in connection with the offer and sale 
of fractional undivided working interests in oil and gas 
leases located in Duval County, Texas, offered by Trans- 
World Oil & Gas Corporation and United States Oil and Gas 
Company. The complaint also alleges that these interests 
were offered without filing any registration statement with 
the Securities and Exchange Commission. 


The complaint further alleges that the interests were sold by 
Hadley, Schoter and other salesmen via long distance 
telephone calls and that misrepresentations and omissions 
of material facts were contained in the offer and sale of such 
interests. Such alleged misrepresentations included state- 
ments concerning the background of TransWorld and its 
Officers, the rate of return of the leases being offered and 
the risk involved in an investment in oil and gas exploration 
and development. 





Litigation Release No. 7615/October 22, 1976 


SEC v. BERTSIL L. SMITH and ROBERT W. BRADFORD, 
individually and doing business as SMITH-WALLS, INC., 
and JON R. WALLS (W. D. TENN.) Civil Action No. C-76- 
497 


Jule B. Greene, Administrator of the Atlanta Regional Office 
of the Securities and Exchange Commission, announced 
the filing of a civil complaint for injunctive relief in the United 
States District Court for the Western District of Tennessee 
on October 12, 1976, against Bertsil L. Smith and Robert W. 
Bradford, individually and doing business as Smith-Walls, 
Inc., and Jon R. Walls. 


The complaint seeks a preliminary and permanent injunction 
based upon charges that the defendants violated the federal 


securities laws by inducing investors to sell municipal bonds 
and then converting the proceeds to their personal use. 





Litigation Release No. 7616/October 26, 1976 


S.E.C. v. Donald L. Wolfstone, et al. 
(U.S.D.C. W.D. Wash. C76-90V) 


Jack H. Bookey, Administrator of the Seattle Regional Office 
of the Securities and Exchange Commission, announced 
today that a Decree of Permanent Injunction was issued on 
October 11, 1976 by the Honorable Donald S. Voorhees, 
Judge, United States District Court for the Western District 
of Washington at Seattle, Washington, against Blaine D. 
Sampson of Seattle, Washington, enjoining him from further 
violations of the registration, anti-fraud and reporting provi- 
sions of the federal securities laws. The defendant con- 
sented to the Decree of Permanent Injunction without admit- 
ting or denying the allegations of the complaint. 


The complaint alleged that the defendants sold approxi- 
mately $2,000,000 worth of unregistered shares of common 
stock of Blaidon Mutual Investors Corporation, approxi- 
mately $2,000,000 worth of limited partnerships in 27 limited 
partnerships, and over $350,000 worth of promissory notes 
and evidences of indebtedness to over 1,000 investors in 
several states. It also alleged that the sales were made 
through false statements of material fact and omissions to 
state material facts concerning the value and the marketa- 
bility of the issuer’s security, the profitability or risk of loss in 
the investments, the use of proceeds, the financial condition 
of the issuer, the quality or the quantity of the issuer’s 
assets, the financial benefits received by the defendants, 
the accuracy or adequacy of financial records and state- 
ments, to name a few, all in violation of the anti-fraud 
provisions of the federal securities laws. 


For further information, see litigation release numbers 7281 
and 7405. 





Litigation Release No. 7617/October 27, 1976 


SEC v. CARL E. ROYSE, individually and d/b/a C.E.R. 
PRODUCTION COMPANY; ROYSE DRILLING COMPANY, 
INC.; GEORGE E. CARR 

(W.D. Mich., S. Div., Civil Action No. 76-533) 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office of the Securities and Exchange Commission, 
announced that on October 21, 1976, a complaint was filed 
in the Federal court at Grand Rapids, Michigan seeking an 
injunction against Carl E. Royse, individually and doing 
business as C.E.R. Production Company, of Olney, Illinois; 
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Royse Drilling Company, Inc., and Illinois corporation; and 
George E. Carr, of Stone Mountain, Georgia. 


The Complaint alleged that from about January, 1970 the 
defendants offered and sold fractional undivided interests in 
oil and gas leaseholds located in Illinois, Indiana and 
Kentucky, in violation of the registration provisions of the 
Securities Act of 1933. In addition, the complaint alleged 
that in connection with such sales, the defendants misrepre- 
sented material facts concerning, among other things, the 
risks in drilling for oil and gas; the safety of the investment; 
the background and past record of Royse in developing oil 
and gas wells; the anticipated return on an investment; and 
the anticipated productive and commercial life of oil and gas 
wells drilled or to be drilled, all in violation of the anti-fraud 
provisions of the federal securities laws. 


The Director and other personnel of the Michigan Securities 
Bureau rendered invaluable assistance and cooperation in 
the investigation leading to the filing of the complaint. 





Litigation Release No. 7618/October 27, 1976 


SEC v. Valeer Industries, Inc. and Clyde R. Johnson 
(Northern District of Illinois, Eastern Division, Civil Action 
No. 76 C3753) 


The Chicago Regional Office of the Securities and Ex- 
change Commission announced on October 7, 1976, the 
filing of a Complaint in the United States District Court for 
the Northern District of Illinois, Eastern Division, seeking to 
enjoin, Valeer Industries, Inc. and Clyde R. Johnson of 
Chicago, Illinois, president, from violations of the registration 
and anti-fraud provisions of the Federal securities laws. 


The Commission alleged in its Complaint that Valeer Indus- 
tries, Inc. and Johnson has been offering for sale and selling 
to public investors common stock in Valeer Industries, Inc. 
The Complaint alleged that in the offer and sale of such 
securities, the defendants omitted to state material facts to 
purchasers and prospective purchasers concerning, among 
other things, that defendant Valeer was experiencing sub- 
stantial losses from operations during 1975 and 1976, and 
that Valeer had received cash of only approximately 
$82,000 from sales and $220,000 from investors during 
July, 1975 to March, 1976. Also that Valeer had only total 
sales of $119,750 for the year ending March 31, 1975 and 
$119,000 for the year ending March 31, 1976, and that 
Valeer had no more than 160 active distributors. 


The Complaint further alleged that in the offer and sale of 
such securities, defendant Johnson made false and mis- 
leading statements of material facts to purchasers and 
prospective purchasers concerning, among other things, 
that Valeer had a sales force of 3,000 active distributors and 
that Valeer had current sales in fiscal 1975 of $3 million and 
in 1976 would have sales of $10 million. Also that investors’ 
stock would be repurchased by Valeer in the event the 
investor terminated his employment. 
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Litigation Release No. 7619/October 27, 1976 


SEC v. James Corr et al. 
(Civil Action No. 75-0386 D.D.C.) 


The Commission announced today that Judge Aubrey E. 
Robinson, Jr., United States District Court for the District of 
Columbia, sentenced James E. Corr Ill (J. Corr’) to the 
maximum sentence allowable under the law for non-jury 
criminal contempt cases, a six month term of imprisonment 
and a $500 fine in connection with J. Corr’s violation of a 
preliminary injunction in Securities and Exchange Commis- 
sion v. James Corr et al. (Civ. 75-0386 D.D.C.) Neica L. 
Corr, his wife, also convicted of criminal contempt, was 
fined $500 and was put on probation for two years. J. Corr 
is free on bail pending appeal. 


Judge Robinson's July 31, 1975 order of Preliminary Injunc- 
tion prohibited the Corrs from pledging, selling or transfer- 
ring their ownership in the common stock of American 
Agronomics Corporation (“AA”). On September 9, 1976, 
Judge Robinson found that Corrs had wilfully violated the 
preliminary injunction by pledging 8,000 shares of AA on 
September 15, 1975 to James R. Gray of Clearwater, 
Florida. 


See Litigation Release Nos. 7124, 6794 and 7025. 





Litigation Release No. 7620/October 27, 1976 


SEC v. JOHN C. SPENCER AND WILLIAM J. HAMILTON 
(U.S. D.C. N.D. Georgia C76-1588A) 


Jule B. Greene, Administrator of the Atlanta Regional Office 
of the Securities and Exchange Commission announced 
that on October 14, 1976, U.S. District Judge Charles A. 
Moye, Jr., entered an order of Permanent Injunction against 
John C. Spencer (Spencer) and William J. Hamilton (Hamil- 
ton), both of Atlanta, Georgia. 


The Order enjoins Spencer and Hamilton from further 
violations of the registration and the antifraud provisions of 
the federal securities laws. The defendants consented to the 
entry of the Order without admitting or denying the allega- 
tions of the Commission's complaint. 


The complaint alleged that the above named defendants 
violated the registration and antifraud provisions of the 
federal securities laws in connection with the offer and sale 
of promissory notes of the Roy D. Warren Realty Company, 
Inc. 


For further information see Litigation Release No. 7608. 
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Litigation Release No. 7621/October 27, 1976. 


SEC v. E & H OIL COMPANY, INC. 
[W.D. LA.] 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that United States District Judge Tom Stagg, 
Shreveport, Louisiana, on October 18, 1976 entered an 
order permanently enjoining Robert R. Adley, Bossier City, 
Louisiana and Grover F. Britt, Shreveport, from violations of 
the antifraud provisions of the federal securities laws. 


Adiey and Britt consented to the order without admitting or 
denying the allegations of the Commission’s complaint, filed 
on June 23, 1975. The complaint alleged violations of the 
antifraud provisions in connection with the offer and sale of 
fractional undivided working interests in Louisiana oil and 
gas leases issued by E & H Oil Company, Inc. 


For further information see Litigation Release Nos. 6957 
and 7030. 





Litigation Release No. 7622/October 28, 1976 


S.E.C. v. KODIAK INDUSTRIES, ET AL., Civil Action No. 
76-986-T (United States District Court for the Southern 
District of California) 


The Securities and Exchange Commission today an- 
nounced the filing of a civil injunctive action in the United 
States District Court for the Southern District of California 
seeking to enjoin Kodiak Industries (“Kodiak”), Dominic J. 
Alessio (“Alessio”), Anthony Alessio (‘‘A. Alessio”), Alvin G. 
Rosa (“Rosa”) and C. Arnholt Smith (“Smith”) from further 
violations of Sections 10(b) (antifraud), 13(a) (reporting), 
13(d) (Williams Act), 14(a) (proxy), 14(d) and 14(e) (tender 
offer) of the Securities Exchange Act of 1934 (“Exchange 
Act”), and Rules thereunder; and Fortuna Corporation 
(“Fortuna”) from further violations of Sections 10(b), 13(a) 
and 14(a) of the Exchange Act and Rules thereunder. 


The Commission’s complaint alleges that since approxi- 
mately May, 1972, Alessio, A. Alessio - his uncle, Rosa - his 
brother-in-law and Smith engaged in a scheme to conceal 
the defendants’ intentions to effect a merger of Fortuna, a 
publicly held corporation which operates race tracks in New 
Mexico, into Kodiak, a private corporation owned by the 


Alessios and Rosa. The complaint further alleges that the 
purpose of this merger would be to enable the individual 
defendants to appropriate the assets and cash flow of 
Fortuna for their personal benefit. In addition to concealing 
the intentions of the defendants to merge Fortuna into 
Kodiak, the complaint also alleges that the defendants 
engaged in a scheme to conceal Smith’s control of, relation- 
ship to and business transactions with Kodiak and Fortuna. 


The Commission alleges that the defendants effected these 
schemes by, among other means, the filing with the Com- 
mission and the dissemination to Fortuna shareholders of 
false and misleading annual reports, proxy materials, 
Schedules 13D and tender offer statements which state- 
ments were utilized in connection with a cash tender offer 
made by Kodiak for Fortuna shares in December, 1974. 


Without admitting or denying the allegations contained in 
the Commission’s complaint, defendants Kodiak, Fortuna, 
Alessio, A. Alessio and Rosa, have consented to the entry of 
Final Jundments of Permanent Injunction (“Judgments”) 
against them, enjoining them from further violations of the 
aforementioned provisions of the Exchange Act. 


In addition to enjoining the defendants from further violation 
of provisions of the Exchange Act, the injunctions provide 
for the following ancillary relief: 


1) The defendants are required to offer recission 
rights to all Fortuna shareholders who tendered 
shares in response to Kodiak’s cash tender offer of 
December 2, 1974. 


2) That with respect to the proposed merger of Kodiak 
and Fortuna described in Fortuna’s definitive proxy 
material filed with the Commission on October 19, 
1976, the enjoined defendants may not vote the 
Fortuna shares owned or controlled by them unless 
the merger is approved by a majority of the minority 
shareholders of Fortuna voting. 


3) That should the present merger proposal not be 
approved, the enjoined defendants may vote the 
Fortuna shares owned and controlled by them in any 
other proposed merger between Kodiak and Fortuna 
only with the approval of the Court, pursuant to a plan 
approved by the Court which provides that Kodiak 
must demonstrate that the merger is for a legitimate 
corporate purpose and that the consideration to be 
paid to Fortuna shareholders is fair and reasonable. 


4) The enjoined defendants must make certain cor- 


rected filings with the Commission and distribute them 
to Fortuna shareholders. 
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